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BXBCOTIVB  SUMMARY 


BACKGROUND 


Reducing  the  huge  federal  budget  deficit  has 
become  the  most  critical  challenge  facing 
the  Congress  and  the  President.  To  achieve 
any  appreciable  reduction  in  the  deficit,  a 
host  of  tough  policy  choices  will  have  to  be 
made  regarding  the  level  and  composition  of 
government  services  and  the  sources  and  dis¬ 
tribution  of  the  revenues  necessary  to 
finance  those  services.  Moreover,  those 
operations  and  programs  that  are  continued 
will  have  to  be  conducted  more  efficiently 
and  economically. 

As  one  step  in  the  deficit  reduction  pro¬ 
cess,  the  President,  in  June  1982,  created 
the  President's  Private  Sector  Survey  on 
Cost  Control.  Better  known  as  the  Grace 
Commission,  the  Commission  identified  784 
issues  and  developed  2,478  associated  recom¬ 
mendations  which  it  estimated  would  save  or 
increase  revenues  by  almost  $425  billion 
over  a  3-year  period.  At  the  request  of  the 
Senate  Governmental  Affairs  Committee,  GAO 
examined  these  issues  and  recommendations  to 
determine  whether  (1)  the  issues  and  recom¬ 
mendations  had  merit,  (2)  legislation  would 
be  necessary  to  implement  the  recommenda¬ 
tions,  (3>  implementation  efforts  were  com¬ 
pleted  or  underway,  and  (4)  the  Commission's 
savings  estimates  were  realistic. 

The  Commission's  report  consists  of  47 
volumes  addressing  federal  programs  and 
operations  government-wide.  Of  these,  36 
were  developed  by  separate  task  forces 
assigned  responsibility  for  studying  speci¬ 
fic  agency  programs  or  cross-cutting  func¬ 
tions  such  as  personnel  and  automated  data 
processing.  The  Commission  management 
office  produced  another  11  reports  on 
selected  issues  that  covered  many  of  the 
same  program  and  management  areas  included 
in  the  36  task  force  reports. 

The  Commission  organized  its  findings  into 
subject  areas  which  it  termed  "issues."  For 
each  issue,  the  Commission  developed  one  or 
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more  recommendations.  The  Commission  then 
estimated  the  dollar  savings  that  could  be 
expected  from  implementing  the  recommenda¬ 
tions  within  each  issue. 

In  February  1984,  GAO  teamed  with  the 
Congressional  Budget  Office  to  issue  a  joint 
report  that  evaluated  the  merits  of  those 
issues  estimated  by  the  Commission  to  save  a 
billion  dollars  or  more. 

In  developing  this  report,  on  the  other 
hand,  GAO  examined  all  of  the  Commission's 
issues  regardless  of  the  estimated  savings 
potential.  The  report  is  divided  into  two 
volumes.  Volume  I  summarizes  GAO's  findings 
while  Volume  ll  provides  detailed  views  on 
each  of  the  individual  issues. 

Many  of  the  issues  and  associated  recommen¬ 
dations  on  which  GAO  expresses  an  opinion, 
particularly  those  related  to  improving 
management,  have  overall  merit.  A  good 
number  of  these  recommendations  have  already 
been  implemented  by  either  legislative  or 
administrative  action.  Many  more  require 
additional  legislative  action  to  fully 
implement. 

Although  many  of  the  issues  and  recommenda¬ 
tions  reviewed  have  merit,  GAO  questions  the 
accuracy  of  many  of  the  Commission's  asso¬ 
ciated  savings  estimates.  In  a  number  of 
cases,  GAO  found  flaws  in  the  methodology 
the  Commission  used  to  develop  its  estimates 
and  in  many  others  it  found  the  description 
of  the  methodology  insufficient  to  allow  an 
assessment  of  its  validity.  In  most  of  the 
instances  where  GAO  questions  the  Commis¬ 
sion's  estimating  methodology,  it  believes 
the  savings  were  overstated. 

GAO  had  conducted  sufficient  previous  work 
to  express  its  views  on  581  of  the  issues 
presented  by  the  Commission.  Of  these,  GAO 
found  overall  merit  in  441,  questioned  the 
merits  of  104,  and  offers  information  but 
expresses  no  position  on  36.  In  general, 

GAO  supports  the  Commission's  management 
improvement  issues  more  frequently  than 


Implementation 
Authority  and 
Status 


the  policy-oriented  issues.  However,  the 
policy-oriented  issues  make  up  a  large 
portion  of  the  Commission's  total  estimated 
savings.  For  example,  two  issues  GAO  does 
not  support — restructuring  federal  subsidy 
programs  and  fixing  federal  health  care 
costs  to  a  percentage  of  the  gross  national 
product — represent  nearly  $88  billion  of  the 
Commission's  total  estimated  savings.  GAO 
also  disagrees  with  selected  aspects  of  the 
Commission's  recommendations  to  reduce 
civilian  and  military  retirement 
benefits — estimated  to  save  another  $58 
billion  by  the  Commission — although  it  also 
sees  a  need  for  reforms  in  this  area. 

GAO's  overall  support  for  the  Commission's 
issues  is  consistent  across  all  subject 
areas  but  is  roost  extensive  in  the  areas 
aimed  at  strengthening  federal  management 
systems,  federal  ADP  operations,  federal 
credit  and  cash  management  efforts,  and 
civilian  procurement  and  property  management 
activities.  Proportionately,  GAO  questions 
more  issues  dealing  with  human  services 
programs  and  civilian  personnel  management. 

Of  the  2,478  specific  recommendations  pre¬ 
sented  by  the  Commission,  GAO  had  sufficient 
information  to  offer  an  opinion  on  1,436. 

Of  these,  GAO  generally  agrees  with  1,158. 

In  nearly  half  of  these  cases,  GAO  had  made 
similar  or  related  recommendations  in  past 
reports  and  testimony. 

For  the  581  issues  analyzed,  additional 
legislative  action  would  be  necessary  to 
fully  implement  the  associated  recommenda¬ 
tions  in  259  cases.  Of  these,  GAO  supports 
the  issues*  overall  merits  nearly  75  percent 
of  the  time.  GAO  will  be  working  with  the 
Senate  Governmental  Affairs  Committee  during 
the  coming  weeks  in  support  of  its  efforts 
to  develop  a  legislative  proposal  to 
implement  many  of  the  recommendations. 
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CHAPTER  1 


INTRODUCTION 


The  federal  government  has  had  a  budget  deficit  in  every 
fiscal  year  since  1970.  Although  the  size  of  the  deficit  has 
fluctuated  from  year  to  year,  the  clear  trend  over  the  last  quar¬ 
ter  of  the  century  has  been  toward  ever  larger  deficits.  If  that 
trend  continues,  there  is  a  broad  consensus  that  it  will  present 
ever-increasing  risks  to  the  U.S.  economy. 

Reducing  the  deficit  is  the  most  critical  challenge  now  fac¬ 
ing  the  Congress  and  the  President.  To  achieve  any  appreciable 
reduction  of  the  deficit,  a  host  of  tough  policy  choices  will 
have  to  be  made  regarding  the  level  and  composition  of  government 
services  that  can  be  afforded.  Moreover,  those  government  opera¬ 
tions  and  programs  ultimately  continued  will  have  to  be  conducted 
more  efficiently  and  economically. 

BACKGROUND 

As  one  step  in  the  process  to  reduce  the  deficit,  the 
President,  on  June  30,  1982,  signed  Executive  Order  12369  estab¬ 
lishing  the  President's  Private  Sector  Survey  on  Cost  Control 
(PPSSCC).  Frequently  called  the  Grace  Commission  in  recognition 
of  its  chairman,  J.  Peter  Grace,  the  PPSSCC  was  to  identify 
opportunities  for  increased  efficiency  and  reduced  costs  in 
federal  government  operations.  The  PPSSCC  was  organized  into  36 
task  forces,  22  of  which  were  assigned  to  study  specific  depart¬ 
ments  and  agencies  and  14  to  study  cross-cutting  functions,  such 
as  personnel,  data  processing,  and  procurement  practices.  Each 
task  force  produced  a  separate  report  to  the  President.  In  addi¬ 
tion,  the  PPSSCC  Management  Office  staff,  which  helped  to  coordi¬ 
nate  the  task  forces,  prepared  another  11  reports  on  selected 
issues. 

The  PPSSCC  organized  its  findings  into  subject  areas  which 
it  termed  "issues."  In  most  cases,  the  PPSSCC  developed  a  number 
of  specific  recommendations  within  each  issue.  In  all,  the  47 
PPSSCC  reports  contain  2,478  specific  recommendations  on  784^ 
different  issues.  These  recommendations  were  aimed  at  improving 
government  efficiency,  reducing  waste,  increasing  revenue  collec¬ 
tions,  and  just  as  significantly,  making  structural  revisions  to 
many  federal  programs.  Following  an  18-month  effort,  the  PPSSCC 
concluded  its  efforts  with  a  final  two-volume  summary  report  to 
the  President  in  January  1984. 


^We  examined  761  of  the  784  issues.  The  remaining  23  issues 
were  actually  restatements  or  summaries  of  issues  individually 
identified  elsewhere  in  the  PPSSCC  reports. 


The  PPSSCC  estimated  that  implementing  all  of  its  recommen¬ 
dations  could  result  in  net  savings  and  revenue  increases  of 
$424.4  billion  over  3  years.  It  also  estimated  that  accelera¬ 
tions  of  tax  collections,  debt  repayments,  and  other  receipts 
could  amount  to  another  $65.5  billion  in  cash-flow  savings  over  3 
years.  The  PPSSCC,  however,  characterized  its  estimates  as  being 
of  a  "planning"  nature  and  not  of  "budget"  quality.  The  esti¬ 
mates  were  to  represent  potential  savings  during  the  first  3 
years  of  implementation,  not  specific  fiscal  years. ^The  PPSSCC 
projections  of  cost  savings  and  revenue  increases  were  based  on 
the  assumptions  that  the  annual  inflation  rate  and  the  average 
interest  rate  would  be  10  percent. 

The  overlapping  nature  of  the  work  assignments  given  to  the 
36  task  forces  led  to  several  instances  of  double  counting  of 
possible  savings.  The  11  Management  Office  reports  also  cover 
many  of  the  same  program  and  management  areas  included  in  the 
task  force  reports,  thereby  adding  to  the  duplication  of  the 
PPSSCC  savings  estimates.  In  its  final  report  to  the  President, 
the  PPSSCC  estimated  that  these  duplications  amounted  to  $120.6 
billion.  The  sum  of  the  savings  estimates  for  the  issues  con¬ 
tained  in  the  47  volumes  is  therefore  $120.6  billion  higher  than 
the  net  savings  estimate  of  $424.4  cited  by  the  PPSSCC. 

Since  the  report's  issuance  in  January  1984,  the  PPSSCC 's  work 
has  been  repeatedly  cited  by  the  President  as  a  major  component 
in  his  strategy  to  reduce  the  deficit.  The  Congress  has  also 
recognized  the  report's  significance  by  incorporating  provisions 
in  the  Deficit  Reduction  Act  that  require  (1)  the  President  to 
report  on  the  administration's  progress  in  implementing  the 
PPSSCC  recommendations  and  (2)  each  authorizing  committee  to  make 
recommendations  to  the  budget  committees  on  legislative  changes 
necessary  to  implement  the  recommendations  identified  in  the 
President's  report. 

To  help  it  compile  the  information  necessary  to  prepare  its 
mandated  report  and  to  ensure  that  each  recommendation  was  thor¬ 
oughly  reviewed,  the  administration  initiated  a  rigorous  recom¬ 
mendation  assessment  and  tracking  process.  Office  of  Management 
and  Budget  (0MB)  Bulletin  No.  84-18,  issued  in  September  1984, 
requires  each  agency  with  implementation  responsibility  to  iden¬ 
tify  the  actions  taken  or  being  taken  to  implement  each  PPSSCC 
recommendation  and  the  associated  savings  expected  to  be  achieved 
in  fiscal  years  1985,  1986,  and  1987.  The  agency  submissions 
have  been  incorporated  in  an  0MB  automated  data  base.  The  admi¬ 
nistration  did  not  release  the  comprehensive  results  of  its 

^Throughout  this  report,  any  identified  estimates  of  savings  or 
revenue  generated  are  for  a  3-year  period  following  implemen¬ 
tation  unless  otherwise  noted. 


tracking  efforts  in  time  to  be  addressed  in  this  report.  How¬ 
ever,  a  preliminary  administration  report  involving  about  half  of 
the  PPSSCC's  issues  stated  that  118  recommendations  involving 
about  $41  billion  had  already  been  implemented  and  were  incorpo¬ 
rated  into  the  fiscal  year  1985  budget  baseline.  The  report  not¬ 
ed  that  another  562  recommendations,  representing  an  additional 
$63  billion,  were  included  in  the  President's  fiscal  year  1985 
budget  or  had  been  accepted  and  were  pending  implementation. 

Much  of  the  continuing  momentum  behind  implementing  the 
PPSSCC's  recommendations  can  be  attributed  to  an  intensive  public 
awareness  and  technical  assistance  campaign  conducted  by  the 
PPSSCC  and  its  spin-off  organizations.  At  least  three  organiza¬ 
tions — the  President's  Private  Sector  Survey  Foundation,  Citizens 
Against  Waste,  and  the  Private  Sector  Council — are  actively 
involved  in  either  mobilizing  public  support  for  implementing  the 
PPSSCC's  recommendations  or  in  arranging  for  technical  assistance 
from  the  private  sector  to  assist  agencies  in  implementing  the 
recommendations.  These  activities  have  kept  the  PPSSCC's  find¬ 
ings  alive  in  the  public  mind  and,  accordingly,  have  ensured  that 
the  PPSSCC's  recommendations  are  actively  considered  as  part  of 
congressional  and  administration  budget-cutting  activities. 

PREVIOUS  GAO  WORK  RELATED 
TO  THE  PPSSCC 

We  have  devoted  a  great  deal  of  attention  to  the  PPSSCC  from 
the  outset  of  its  efforts.  During  the  data-collection  activities 
of  many  PPSSCC  task  forces,  we  responded  to  requests  for  assis¬ 
tance  and  provided  literally  hundreds  of  previous  GAO  reports 
identifying  cost  saving  and  management  improvement  opportuni¬ 
ties.  Since  the  draft  PPSSCC  task  force  reports  were  released  in 
May  1983,  we  have  also  been  involved  with  assessing  the  merits  of 
the  PPSSCC's  issues  and  recommendations. 

In  this  regard,  we  teamed  with  the  Congressional  Budget 
Office  (CBO)  to  issue  a  joint  report  in  February  1984  that  eval¬ 
uated  the  merits  and  cost  saving  potential  of  90  sets  of  PPSSCC 
issues  (involving  about  400  recommendations)  with  PPSSCC-esti- 
mated  savings  of  a  billion  dollars  or  more.  In  that  joint 
report,  developed  for  the  Senate  and  House  Budget  Committees,  and 
in  subsequent  testimony,  we  concluded  that  about  two-thirds  of 
the  recommendations  evaluated  had  overall  merit.  We  also  noted, 
however,  that  the  recommendations  we  disagreed  with  involved 
broad  public  policy  questions  and,  according  to  the  PPSSCC,  had 
the  highest  dollar-saving  potential.  While  noting  that  the 
savings  estimates  the  PPSSCC  prepared  were  in  large  measure  too 
high,  we  agreed  that  regardless  of  the  actual  savings  potential, 
recommendations  having  merit  should  be  vigorously  pursued  and 
implemented . 

In  addition  to  the  joint  report  with  CBO,  we  have  issued 
several  other  products  dealing  with  PPSSCC  activities.  In 
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ssued  a  report  e 

R.  Grace  and  Company  and  Civil  Service  Em 


(GAO/OCG-84-1 ,  June  12,  1984)  in  response  to  a  request  by  the 
House  Committee  on  Post  Office  and  Civil  Service.  In  that 
report,  we  found  that  the  Grace  retirement  program  offered 
potentially  greater  benefits  than  those  most  federal  employees 
receive  under  the  current  federal  system.  We  cautioned,  however 
that  this  comparison  should  not  be  the  sole  basis  for  reaching 
conclusions  about  the  overall  generosity  of  the  federal  system. 
We  followed  the  June  1984  report  up  with  another  to  the  same 
committee  on  February  13,  1985,  entitled.  Analysis  of  Grace 
Commission  Proposals  to  Change  the  Civil  Service  Retirement 


System  (GAO/GGD-85-31 ) .  That  report  lays  out  the  same  views  on 
those  issues  as  are  contained  in  this  report. 

We  also  testified  on  two  occasions  before  a  subcommittee  of 
the  House  Post  Office  and  Civil  Service  Committee  on  PPSSCC 
activities.  In  September  1982,  soon  after  the  PPSSCC  was  formed 
we  testified  on  the  applicability  of  Federal  Advisory  Committee 
Act  requirements  to  the  PPSSCC.  In  this  testimony,  we  concluded 
that  PPSSCC  task  forces  were  advisory  committee  subcommittees  as 
defined  in  the  act  and  were  therefore  governed  by  its  standards 
and  requirements.  In  May  1983,  we  testified  on  the  PPSSCC 's 
draft  task  force  report  on  personnel  management.  In  this 
testimony,  we  expressed  concern  about  the  basis  for  the  task 
force's  savings  estimates  and  recommendations  calling  for  major 
cuts  in  federal  employee  benefit  programs. 


OBJECTIVES,  SCOPE,  AND  METHODOLOGY 


Our  previous  assessments  focused  on  only  a  portion  of  PPSSCC 
activities.  Our  most  extensive  previous  work,  culminating  in  the 
joint  CBO/GAO  report  issued  to  the  House  and  Senate  Budget  Com¬ 
mittees,  addressed  only  about  15  percent  of  the  PPSSCC 's  recom¬ 
mendations.  Following  completion  of  that  report,  we  realized 
that  the  Congress  would  need  a  more  comprehensive  review  to 
ass'.st  it  in  its  deliberations  on  the  issues  presented  by  the 
PPSSCC.  In  June  1984,  we  began  a  review  on  all  the  remaining 
PPSSCC  issues  and  recommendations.  On  July  3,  1984,  the  Senate 
Governmental  Affairs  Committee  endorsed  this  review  and  requested 
that  our  assessment  address  the  merits  and  implementation 
feasibility  of  each  recommendation  and  the  validity  of  the 
associated  PPSSCC  savings  estimates. 

In  conducting  our  review,  we  examined  each  of  the  PPSSCC 's 
issues  and  recommendations,  including  those  assessed  previously 
as  part  of  the  joint  CBO/GAO  report.  We  included  previously 
assessed  issues  within  the  scope  of  this  effort  to  update  our 
views  where  necessary  and  to  present  in  one  document  a  complete 
package  of  our  views  on  the  PPSSCC  issues.  On  the  basis  of  an 
initial  examination,  we  concluded  that  we  had  insufficient  infor¬ 
mation  to  offer  an  informed  opinion  on  about  190  issues.  For  the 
remaining  issues,  we  evaluated  the  merits  of  the  issue  and  the 


associated  recommendations,  determined  whether  legislation  was 
necessary  to  implement  the  recommendations,  measured  the  status 
of  implementation  efforts,  and  commented  on  the  validity  of  the 
PPSSCC's  savings  estimates.  Although  we  analyzed  the  PPSSCC's 
savings  estimates,  our  emphasis  was  on  determining  whether  the 
issues  had  merit.  Our  assessment  of  each  individual  issue  and 
its  associated  recommendations  is  presented  in  Volume  II. 

In  conducting  our  review,  we  did  not  undertake  any  new  audit 
work.  Instead,  we  relied  on  past  work  that  related  directly  to 
the  issues  or  on  broad  institutional  knowledge  obtained  through 
long-term  involvement  with  the  subject.  We  also  did  not  attempt 
to  develop  alternative  savings  estimates  for  each  issue,  but 
rather  reviewed  the  methodology  and  basis  used  by  the  PPSSCC  to 
prepare  its  estimates  and,  where  available,  cited  estimates  we  or 
CBO  prepared  in  previous  reports. 

Finally,  in  evaluating  the  implementation  status  of  the 
PPSSCC's  recommendations,  we  attempted  to  obtain  comprehensive 
information  through  0MB 's  PPSSCC  recommendation  tracking  system. 
0MB  staff  told  us,  however,  that  this  information  could  not  be 
made  available  prior  to  release  of  the  fiscal  year  1986  budget 
and  therefore  not  in  time  for  us  to  include  in  our  analysis. 
Consequently,  we  relied  on  information  collected  directly  from 
individual  agencies  or  developed  during  our  previous  work.  Where 
such  information  was  available,  we  have  incorporated  it  into  the 
individual  issue  assessments  in  Volume  II. 

>  ,  1 1 

STRUCTURE  OF  REPORT  C  //  7* 

Our  report  is  composed  of  two  volumes.  Volume  -T  (Summary  of 
Findings)  sets  forth  the  highlights  of  -oWe  views  on  all  the 
TPPSSCC^ issues  reviewed.  These  issues  span  federal  programs, 
management  systems,  and  activities  virtually  government-wide. 

For  purposes  of  presentation;  we  organized ^the  issues  into  ‘fO 
broad  subject  areas!;  These  are 

^-^federal  management  and  administrative  systems; 

?) 

--federal  cash  and  credit  management; 

— -defense  and  international  affairs  programs; 


— human  services  and  wage  protection  programs; 

z) 

— natural  resource  and  community  development  programs; 

.} 

— commerce  and  banking  programs; 

■; 

— federal  civilian  personnel  management; 


—federal  property,  printing,  travel  and  transportation 
management,  and  civilian  procurement; 
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-7^-federal  automated  data  processing/office  automation;  and 

lo) 

c^- revenue  matters. 

Volume  I  addresses  each  of  these  areas  in  a  separate  chapter  and 
contains  ei^  conclusions  and  overall  observations  on  the  PPSSCC's 
issues.  When  discussing  examples  of  individual  issues,  this 
volume  also  identifies  the  PPSSCC  task  force  code  for  the  issue 
being  discussed  so  that  more  information  on  that  issue  can  be 
obtained  in  Volume  II. 

Volume  II  presents  our  more  detailed  assessment  of  each 
individual  issue  reviewed.  These  issues  are  organized  in  the 
same  broad  subject  areas  as  presented  in  the  summary.  For  ease 
of  reference.  Volume  II  also  includes  a  cross-referenced  index 
organized  by  PPSSCC  task  force  code  for  each  issue. 


After  18  months  of  study,  the  PPSSCC  concluded  that  the 
most  fundamental  problem  hampering  successful  federal  government 
operations  was  the  lack  of  effective  overall  management  systems, 
including  accounting,  budgeting,  monitoring,  and  oversight.  It 
stated  that  these  system  weaknesses  were  the  root  cause  of  most 
of  the  specific  program  and  other  inefficiencies  identified  in 
its  various  task  force  reports  and  hence  were  the  source  of  most 
of  the  savings  potential.  It  further  noted  that  federal  program 
waste  would  be  substantially  reduced  if  proper  management  sys¬ 
tems  were  in  place. 

The  PPSSCC  found  that  no  single  department  or  agency  is 
responsible  for  overall  executive  branch  administrative  direc¬ 
tion  and  policy  setting.  Responsibilities  for  property,  finan¬ 
cial  management,  human  resources,  and  automated  data  processing 
(ADP)  management  are  distributed  among  many  agencies.  The 
impact  of  this  fragmentation,  in  the  PPSSCC’ s  view,  is  a  "lack 
of  attention  focused  on  significant  opportunities  for  cost 
reduction  and  management  improvements," 

As  one  of  its  most  important  recommendations,  PPSSCC  urged 
the  establishment  of  an  Office  of  Federal  Management  (OFM)  in 
the  Executive  Office  of  the  President.  This  top-management 
office  would  be  responsible  for  policy  development  and  direction 
in  the  areas  of  financial  management,  budgeting  and  planning, 
human  resources,  administration,  and  management  improvement. 

OFM  also  would  carry  out  the  budget  functions  of  0MB  and  provide 
policy  direction  for  the  General  Services  Administration  (GSA) 
and  the  Office  of  Personnel  Management  (0PM). 

In  addition,  the  PPSSCC  noted  that  the  increasing  size  and 
complexity  of  the  federal  government  require  that  the  Congress 
and  executive  branch  managers  have  timely,  reliable,  and  useful 
information  upon  which  to  make  effective  policy  and  operational 
decisions.  Advances  in  management  and  accounting  have  enhanced 
the  government's  ability  to  plan,  execute,  and  report  on  its 
activities  and  to  institute  management  improvements.  However, 
the  absence  of  a  sound  financial  management  structure  has  inhi¬ 
bited  management  improvements  aimed  at  providing  the  information 
upon  which  effective  policy  and  operational  decisions  can  be 
made. 


The  PPSSCC  recognized  the  need  for  improved  financial 
information  and  presented  26  sets  of  issues  and  associated 
recommendations  to  improve  accounting  systems,  budgeting  proces¬ 
ses,  and  the  management  of  such  government-wide  administrative 
functions  as  planning.  Most  of  the  issues  do  not  lend  them¬ 
selves  to  quantifying  savings  so  the  PPSSCC  did  not  estimate 
savings  for  those  issues.  We  believe  that  many  of  the  issues 

7 


have  merit,  as  shown  in  the  following  table.  But,  improvements 
in  the  way  the  government  is  managed  should  be  based  on  a  common 
foundation  that  links  the  planning/programming,  budgeting,  exe¬ 
cution,  and  evaluation  phases  of  the  financial  management  pro¬ 
cess.  An  integrated  financial  management  process  will  facil¬ 
itate  actions  to  strengthen  the  management  of  government  func¬ 
tions. 

Summary  Of  GAO  Positions  On  PPSSCC 
Financial  Management  Issues 

Number  of  Issues 
requiring 

Number  Percent  congressional  action 

Agree  with  merits  23  88  13 

Disagree  with  merits  _3  _3 

Total  26  100  16 


In  this  chapter,  we  summarize  our  views  on  the  recommenda¬ 
tions  contained  in  the  PPSSCC 's  federal  management  systems, 
financial  asset  management,  and  financial  management  reports. 
Later  chapters  of  this  report  cover  related  cross-cutting  man¬ 
agement  issues  involving  cash  and  credit  management,  personnel, 
procurement,  and  information  systems. 

OVERALL  MANAGEMENT  OF  GOVERNMENT-WIDE 
ADMINISTRATIVE  FUNCTIONS 

The  PPSSCC  identified  "serious  structural  and  procedural 
problems  in  Executive  Branch  management  processes,  organization, 
information  flow,  budgeting,  planning  and  evaluation  procedures, 
continuity  of  management,  and  communication  practices."  The 
PPSSCC 's  federal  management  systems  task  force  report  called  for 
a  businesslike  approach  to  federal  management  and  noted  that 
current  activities  had  evolved  with  little  recognition  of  the 
need  to  provide  central  guidance  and  direction  to  achieve  a 
well-coordinated  overall  management  process. 

The  PPSSCC  found  that  reporting  relationships  among  the 
central  management  agencies  (0MB,  GSA,  0PM  and  the  Treasury)  and 
other  agencies  for  administrative  functions  are  generally  ill- 
defined  and  that  management  information  provided  to  central 
agencies  is  incomplete.  In  addition,  the  PPSSCC  found  that 
tenure  in  key  management  positions  is  short,  resulting  in  a  lack 
of  management  continuity. 

To  provide  more  coherent  policy  development  and  direction, 
the  PPSSCC  made  six  recommendations  related  to  establishing  an 
OFM  within  the  Executive  Office  of  the  President  that  would 
consolidate  currently  fragmented  and  overlapping  management 
responsibilities  (FMS  1).  Although  we  have  not  yet  taken  a 
position  on  the  need  to  establish  OFM  because  sufficient 
information  is  not  yet  available  on  the  outcome  of  current 


administration  management  reforms,  we  believe  that  most  of  the 
associated  PPSSCC  recommendations  merit  further  consideration. 

For  many  years,  efforts  to  strengthen  federal  management 
have  centered  on  solving  problems  through  the  powers  of  the  cen¬ 
tral  management  agencies.  Despite  the  efforts  of  many  able 
people,  however,  this  approach  has  not  been  as  successful  as 
anticipated. 

We  looked  closely  at  the  history  of  centrally  directed 
management  improvement  programs  in  the  decade  since  1970  when 
0MB  was  established  and  found  a  record  of  periodic  initiatives, 
few  of  which  made  a  lasting  impact.  We  reported  in  a  staff 
study  entitled  Selected  Government-Wide  Management  Improvement 
Efforts— 1970  to  1980  (GAO/gGD-83-69,  Aug.  8,  1983)  that  the 
overall  results  of  these  initiatives  were  sufficiently  discour¬ 
aging  to  lead  various  experts  to  suggest  that  the  problem  of 
sustaining  broad  management  improvement  needs  urgent  attention. 
In  addition,  the  National  Academy  of  Public  Administration,  in 
its  1983  report  Revitalizing  Federal  Management  pointed  out 
that,  at  least  in  some  areas,  central  management  agencies  have 
impeded,  rather  than  promoted,  effective  management. 

Since  1981,  the  administration  has  begun  several  management 
initiatives  through  the  Cabinet  Council  on  Management  and  Admin¬ 
istration,  including  Reform  '88,1  and  other  mechanisms.  Al¬ 
though  recent  history  suggests  that  not  all  these  initiatives 
will  be  successful,  it  is  too  early  to  forecast  their  outcome. 

Drawing  on  suggestions  made  by  others  and  on  discussions 
with  knowledgeable  observers,  our  staff  study  provided  several 
options  that  ranged  from  accepting  the  current  management 
improvement  initiatives  to  establishing  a  separate,  central 
organization  for  addressing  management  issues.  Although  our 
staff  study  did  not  endorse  any  specific  option,  we  are  con¬ 
cerned  about  the  poor  track  record  of  centrally  directed  manage¬ 
ment  reform  initiatives.  We  therefore  believe  greater  responsi¬ 
bility  should  be  placed  on  individual  agencies  for  improving 
their  managerial  capacities. 

The  President  and  the  central  agencies  nevertheless  have  a 
responsibility  to  provide  guidance  and  support  in  cross-cutting 
areas,  such  as  procurement,  information  management,  and  finan¬ 
cial  management.  Consistency  among  agencies  is  also  necessary 
to  provide  government-wide  financial  data  for  the  President's 
budget.  In  addition,  central  agencies  should  encourage  and  sup¬ 
port  operating  agencies'  management  improvement  efforts  and 
ensure  that  agencies  share  experiences  with  each  other. 


^Reform  '88  is  the  administration's  management  and  administra¬ 
tive  systems  improvement  program  initiated  in  1982. 
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The  PPSSCC  recommendations  raise  important  institutional 
issues  about  the  central  agencies'  capabilities  to  provide  lead¬ 
ership  for  needed  cross-cutting  management  improvements.  We 
agree  that  greater  continuity  is  needed  to  sustain  management 
reforms,  and  we  believe  that  the  PPSSCC  recommendation  that  OFM 
(or  ONB)  officials  be  appointed  for  specific  terms  of  office 
under  contractual  agreements  deserves  consideration.  0MB  has 
had  eight  deputy  directors  since  its  establishment  in  1970  and 
has  had  two  associate  directors  for  management  since  1981.  This 
turnover  exemplifies  the  need  for  greater  continuity  in  key  man¬ 
agement  positions. 

The  administration  has  not  acted  to  establish  OFM.  How¬ 
ever,  Reform  '88  has  laid  out  a  long-term  agenda  to  reduce 
waste,  fraud,  and  abuse  and  to  restructure  federal  management 
and  administrative  systems.  In  addition,  annual  0MB  management 
reviews  for  the  fiscal  year  1985  and  1986  budgets  have  estab¬ 
lished  agency-specific  agendas.  Agencies  have  also  prepared 
5-year  ADP  plans  and  individual  management  improvement  plans. 

The  PPSSCC  did  not  provide  an  estimate  of  either  the  costs 
or  the  savings  that  would  result  from  implementing  its  federal 
management  system  report  recommendations.  Substantial  addition¬ 
al  resources  may  be  required  for  OFM's  (or  0MB' s)  augmented 
responsibilities.  The  cost  of  these  resources  could  be  offset, 
at  least  in  part,  by  savings  from  improved  performance.  We 
agree  with  the  PPSSCC,  however,  that  these  net  savings  cannot  be 
quantified. 

INTEGRATED  GOVERNMENT  FINANCIAL  MANAGEMENT 


The  PPSSCC  reported  opportunities  to  improve  executive 
branch  accounting  and  budgeting  systems  and  thereby  improve  the 
quality  of  information  available  to  the  Congress  for  authorizing 
executive  branch  programs  and  to  agency  managers  for  instituting 
management  improvements,  reducing  costs,  and  minimizing  agency 
exposure  to  fraud,  waste,  and  abuse.  We  agree  that  accounting 
and  budgeting  system  improvements  are  needed,  but  we  believe 
they  must  be  part  of  a  comprehensive  effort  to  develop  a  govern¬ 
ment-wide  integrated  financial  management  structure.  Such  an 
effort  must  have  a  solid  base  of  fundamental  concepts  to  guide 
it  and  to  present  the  baseline  assumptions  from  which  changes 
can  be  made.  We  have  prepared  a  two  volume  report.  Managing  the 
Cost  of  Government;  Building  an  Effective  Financial  Management 
Structure,  (GAO/AFMD-85-35 ,  February  1985)  that  provides  a  com¬ 
prehensive  framework  for  building  a  sound  financial  management 
structure. 

Accounting  system  improvements 


The  PPSSCC  made  several  recommendations  to  improve  the  gov¬ 
ernment's  accounting  systems  and  financial  reporting.  The  most 
prominent  recommendations  (FMS  3,  FINANCE  2)  include  directing 


(1)  the  Treasury  to  assume  leadership  in  developing  a  standard, 
government-wide  accounting  system;  (2)  GAO  to  revise  the 
Comptroller  General's  accounting  principles,  standards,  and 
related  requirements  prescribed  £or  executive  agencies;  and  (3) 
individual  executive  agencies  to  gain  our  approval  for  their 
accounting  systems.  The  PPSSCC  also  recommended  that  the  gov¬ 
ernment  prepare  a  comprehensive  annual  financial  report.  We 
agree  that  assigning  responsibility  to  develop  a  standard 
accounting  system  could  foster  improved  accounting  and  financial 
reporting  by  individual  agencies  as  well  as  contribute  to  con¬ 
solidated  financial  reporting  by  the  government. 

The  issue  of  GAO  revising  the  Comptroller  General's 
accounting  principles,  standards,  and  related  requirements  (FMS 
3)  has  already  been  resolved.  In  November  1984,  the  Comptroller 
General  issued  a  revised  title  2,  GAO  Policy  and  Procedures  Man¬ 
ual  for  Guidance  of  Federal  Agencies,  that  updates  the  account- 
ing  principles  and  standards  of  the  federal  government  to 
reflect  the  many  recent  advances  in  accounting  theory  and  prac¬ 
tice. 

The  PPSSCC  recommendation  that  legislation  be  introduced  to 
require  agencies  to  gain  Comptroller  General  approval  of  their 
accounting  systems  (FINANCE  2)  is  already  addressed  by  the  Bud¬ 
get  and  Accounting  Procedures  Act  of  1950  (31  U.S.C.  3512). 

Each  agency  head  is  required  to  establish  and  maintain  adequate 
systems  of  accounting  and  internal  control  that  conform  to  the 
Comptroller  General's  requirements.  Additionally,  the  Federal 
Managers'  Financial  Integrity  Act  of  1982  requires  each  agency 
head  to  report  annually  to  the  President  and  the  Congress  on 
whether  the  agency  accounting  system  complies  with  those 
requirements.  We  believe  that  such  annual  reporting  will  spur 
agencies  to  improve  their  accounting  systems,  thus  precluding 
the  need  for  additional  legislation. 

We  agree  with  the  PPSSCC  recommendation  for  comprehensive 
annual  reporting  by  the  government  (FINANCE  2).  From  both  a 
policy  and  a  control  perspective,  it  is  important  to  have  as 
complete  a  picture  as  possible  of  total  government  activities. 
Yet,  control  can  best  be  exercised  when  the  whole  is  broken  down 
so  that  its  component  parts  can  be  analyzed  in  some  detail. 
However,  if  reporting  is  restricted  to  low  levels  of  detail,  we 
can  reasonably  expect  a  proportionate  loss  of  the  policy  per¬ 
spective  that  reporting  on  the  whole  can  provide. 

The  government  operates  many  independent,  but  often  inter¬ 
related,  programs  through  numerous  departments  and  agencies.  In 
this  environment,  assets  are  acquired  and  maintained  and  liabil¬ 
ities  are  incurred.  Only  through  auditing  and  consolidating 
departmental  operating  results  and  financial  positions  can  the 
complete  picture  of  government  activities  be  portrayed  reli¬ 
ably.  Information  that  compares  the  expenses  of  operations  with 
the  revenue  available  to  fund  those  operations  is  important 


for  effective  cost  analysis  of  government  activities.  Also,  the 
total  value  of  government-owned  property  and  the  amounts  owed 
for  unpaid  goods  and  services  can  be  compared  to  reveal  the 
financial  position  of  the  federal  government  as  a  whole.  This 
type  of  summary  financial  information  is  important  to  an  in¬ 
formed  electorate  and  to  government  officials  who  are  concerned 
with  effective  admininstration. 

The  PPSSCC's  issues  are  designed  to  improve  the  govern¬ 
ment's  financial  management,  but  such  initiatives  will  not  pro¬ 
duce  the  full  range  of  improvements  needed  in  federal  financial 
management.  We  believe  that  the  federal  government  also  needs  a 
conceptual  framework  for  the  financial  management  structure  to 
enable  the  government  to  provide  reliable,  consistent  informa¬ 
tion  for  policy  formulation  and  management  control.  A  conceptu¬ 
al  framework  should  be  designed  to  improve  the  foundation  of  the 
financial  management  process:  financial  information  and  feed¬ 
back  on  results.  A  conceptual  framework  for  financial  manage¬ 
ment  should  include  underlying  concepts  such  as  the  following: 


— Use  a  structured  planning  and  programming  process  for 
evaluating  and  choosing  alternatives  to  achieve  desired 
objectives.  This  process  would  assist  policymakers  in 
focusing  on  what  government  should  be  doing,  how  best  to 
accomplish  this,  and  how  to  measure  performance  based  on 
expectations. 

— Make  resource  allocation  decisions  within  a  unified  bud¬ 
get.  Policymakers  at  all  levels  are  aided  in  making 
informed  resource  allocation  decisions  when  total 
requirements  are  known  and  deficits  are  fully  disclosed. 

— Budget  and  account  on  the  same  basis.  Provide  a  common 
set  of  rules  so  managers  can  make  valid  comparisons 
between  planned  (budgeted)  and  actual  (accounting) 
results. 

— Use  accounting  principles  that  match  the  delivery  of 
services  with  associated  cost.  Use  accrual  accounting 
principles  to  provide  policymakers  and  managers  consis¬ 
tent  information  to  compare  costs  between  periods  or 
agencies,  with  minimal  interperiod  distortions. 

— Encourage  financial  accountability.  Provide  detailed  and 
summary  management  reports  that  identify  costs  and  accom¬ 
plishments  by  the  managers  and  organizations  assigned 
responsibility  for  controlling  costs. 

— Measure  outputs  as  well  as  inputs.  Incorporate 

performance  measurements  that  relate  costs  with  outputs 
to  determine  if  objectives  are  achieved  at  an  acceptable 
cost. 


— Prepare  consolidated  reports.  Provide  an  overall  picture 
of  the  government's  financial  condition  to  help  policy¬ 
makers  make  decisions  and  analyze  resources  and  commit¬ 
ments. 

Implementing  financial  management  improvements  will  require 
active  congressional  and  executive  branch  support.  Congression¬ 
al  hearings  covering  the  full  breadth  of  current  and  future 
issues  surrounding  federal  financial  management  could  foster 
consensus  on  the  general  outline  for  financial  management 
reform.  Hearings  might  culminate  in  the  passage  of  a  bill  or 
resolution  setting  forth  the  objectives  of  the  long-term 
rebuilding  effort  for  federal  financial  management.  Executive 
branch  support  would  involve  a  commitment  of  resources  dedicated 
to  financial  management  improvement  projects. 


Budget  development  and  presentation  improvements 


The  PPSSCC  identified  specific  instances  where  the  federal 
budget  could  be  revised  to  disclose  more  fully  the  magnitude  of 
government  operations  and  make  the  budget  a  more  comprehensive 
document  (FINANCE  1,  ASSET  31,  FMS  5).  The  federal  budget  is 
purported  to  be  the  financial  plan  for  a  given  fiscal  year.  As 
stated  in  the  previous  section  discussing  the  conceptual  frame¬ 
work  for  financial  management,  the  budget  should  encompass  all 
governmental  activities  and  provide  information  in  a  useful 
form. 


The  PPSSCC  recommended  that  { 1 )  the  budget  be  expanded  in 
scope  to  include  federal  entities  that  are  now  "off-budget" 
(FINANCE  1);  (2)  the  practice  of  offsetting  certain  revenues  and 
outlays  be  discontinued  (FINANCE  1);  (3)  a  federal  capital  bud¬ 
geting  process  be  instituted  that  is  integrated  with  overall 
resource  planning  and  allocation  systems  (FMS  5);  and  (4)  the 
budget  include  the  full  cost  to  fund  the  liabilities  of  federal 
pension,  retirement,  and  disability  plans  (FINANCE  1). 

Conceptually,  we  agree  with  the  concept  of  the  PPSSCC 
recommendations,  which  is  to  improve  the  federal  budget  presen¬ 
tations  (FINANCE  1).  For  example,  we  have  previously  advocated 
a  unified  federal  budget,  which  would  include  the  Federal 
Financing  Bank  (FFB)  and  other  "off-budget"  agencies.  The  cur¬ 
rent  practice  of  excluding  FFB  from  budget  totals,  for  example, 
significantly  understates  the  amount  of  the  reported  budget 
deficit.  FFB  was  created  to  reduce  the  cost  of  federal  debt. 
Consequently,  many  agencies  borrow  funds  through  FFB,  which  then 
obtains  funds  from  the  Treasury.  Since  FFB  is  an  "off-budget" 
entity,  the  budget  does  not  report  such  outlays  in  its  totals. 


We  have  also  recommended  that  the  budget  include  all 
outlays  on  a  gross  basis  and  on  a  net  basis  (gross  outlays  less 
receipts)  (FINANCE  1).  The  practice  of  offsetting  understates 
the  level  of  federal  activity  since  revenues  and  outlays  are 
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netted.  We  believe  that  presenting  gross  as  well  as  net  amounts 
will  improve  congressional  consideration  of  the  President's 
budget. 

We  have  also  been  concerned  about  how  the  government  plans 
and  budgets  for  the  nation's  capital  investments  (FMS  5).  We 
believe  capital  investment  decisions  need  greater  visibility  and 
a  better  framework  than  the  budget  currently  provides.  The  Pub¬ 
lic  Works  Improvement  Act  of  1984  provides  for  the  establishment 
of  a  council  to  assess  the  nation's  infrastructure  and  identify 
program  priorities.  This  act  is  a  positive  step  in  improving 
the  management  of  the  capital  investment  process,  although 
greater  disclosure  of  capital  items  within  the  budget  is  still 
needed . 

The  recommendation  to  include  the  full  cost  of  federal 
benefit  plans  in  the  budget  merits  consideration  (FINANCE  1). 
This  issue,  however,  involves  complex  presentation  issues  that 
would  have  to  be  resolved,  such  as  the  effect  on  the  federal 
deficit  of  including  the  full  cost  of  pension  plans. 


CHAPTER  3 


FEDERAL  CREDIT  AND  CASH  MANAGEMENT 


The  federal  government  has  historically  experienced  prob¬ 
lems  in  conducting  its  credit  and  cash  management  operations. 
Recognizing  these  problems,  we  have  recommended  numerous  actions 
to  improve  these  operations;  however,  agencies  have  not  always 
implemented  our  recommendations.  Recently,  with  Congress'  and 
0MB 's  increased  emphasis  on  credit  and  cash  management,  agencies 
have  made  improvements.  As  the  PPSSCC  points  out,  however,  more 
needs  to  be  done. 

The  PPSSCC  presented  34  issues  affecting  federal  credit  and 
cash  management.  Many  of  the  PPSSCC  issues  required  legislative 
action  to  be  implemented.  However,  with  the  enactment  of  the 
Debt  Collection  Act  of  1982  and  the  Deficit  Reduction  Act  of 
1984,  a  number  of  the  PPSSCC 's  issues  have  been  addressed.  Our 
analysis  of  the  merits  of  the  34  PPSSCC  issues  on  federal  credit 
and  cash  management  is  discussed  below. 

Summary  Of  GAO  Positions  On  PPSSCC 
Federal  Credit  And  Cash  Management  Issues 

Number  of  issues 
requiring 

Number  Percent  congressional  action 


Agree  with  merits 

29 

85 

10 

Disagree  with  merits 

3 

9 

No  position  on  merits 

2 

6 

2 

Total 

34 

100 

12 

For  the  34  issues,  the  PPSSCC  estimated  that  the  government 
could  save  about  $38  billion.  We  are  unable  to  affirm  whether 
this  estimate  could  actually  be  attained.  We  believe,  however, 
that  most  of  the  PPSSCC  recommendations  in  these  areas  should  be 
implemented  and  that  substantial  savings  would  undoubtedly  re¬ 
sult. 


To  facilitate  consideration  of  the  individual  issues  in 
this  category,  we  grouped  the  PPSSCC 's  credit  and  cash  manage 
ment  issues  into  three  broad  areas:  (1)  debt  collection,  (2) 
cash  management,  and  (3)  federal  loan  management. 

DEBT  COLLECTION 


Debts  owed  the  government  are  enormous  and  growing  each 
year.  Billions  of  dollars  in  debts  are  delinquent.  Federal 
agencies  reported  that  at  the  start  of  fiscal  year  1984  total 
receivables  from  U.S.  citizens  and  organizations  totaled  approx¬ 
imately  $312  billion,  with  delinquencies  amounting  to  $38 


billion.  Of  this  amount,  nontax^  delinquencies  totaled  about 
$13  billion.  Further,  in  fiscal  year  1983,  over  $3.1  billion  in 
uncollectible  receivables  were  written  off.  Another  $24  billion 
in  receivables  is  currently  in  a  rescheduled  status  because  the 
borrowers  are  unable  to  repay  their  debts  under  the  terms  origi¬ 
nally  specified  in  the  agreement. 

The  PPSSCC  presented  numerous  issues  to  improve  credit  man¬ 
agement — which  includes  debt  collection — in  the  federal  govern¬ 
ment  (ASSET  11,  12,  26,  27,  28,  29  and  FINANCE  4).  The  issues 
and  associated  recommendations,  call  for  such  actions  as 

— assessing  interest  and  penalties  on  delinquent  debt, 

— using  credit  bureaus  and  private  collection  agencies  to 
supplement  collection  efforts, 

— improving  the  government's  accounting  and  reporting  of 
debts, 

— using  Internal  Revenue  Service  (IRS)  offset  of  tax 
refunds  as  a  means  to  collect  nontax  delinquent  debts, 
and 

— developing  and  using  private-sector  loan  models  as  a 
means  of  reducing  future  delinquencies. 

Overall,  we  believe  the  PPSSCC 's  recommendations  are  feasi¬ 
ble  and  are  consistent  in  concept  with  our  previous  recommenda¬ 
tions.  The  framework  for  implementing  the  recommendations  is  in 
place;  however,  continued  emphasis  is  necessary  to  correct  the 
longstanding  problems  in  this  area.  Implementing  the  recommen¬ 
dations  should  provide  a  business-type  environment  and  improve 
the  government's  credit  management  and  debt-collection  activi¬ 
ties. 

Previous  GAO  debt  collection  recommendations 

We  have  long  called  for  strengthened  government  debt  col¬ 
lection.  In  October  1978,  we  reported  on  the  results  of  a 
government-wide  review  which  pointed  out  that  the  government  was 
not  effectively  accounting  for  and  collecting  its  debts  ( The 
Government  Needs  to  Do  a  Better  Job  of  Collecting  Amounts  Owed 
by  the  Public  ( FGMSD-78-6 1 ,  Oct.  20 ,  1978) ) .  This  review  iden- 
tified  federal  agencies'  lack  of  prompt  and  aggressive  collec¬ 
tion  action  on  delinquent  debts  and  inaccuracies  in  accounting 
for  and  reporting  accounts  receivable.  In  a  1979  report,  we 
noted  that  the  government's  collection  methods  were  slow,  expen 
sive,  and  ineffective  when  compared  with  commercial  practices 

^Nontax  debts  are  delinquent  receivables  owed  the  government 
that  arise  from  various  loan  and/or  benefit  programs.  They 
are  not  oebts  owed  the  Internal  Revenue  Service  for  delinquent 
taxes. 


(The  Government  Can  Be  More  Productive  in  Collecting  its  Debts 
by  Following  Commercial  Practices  (FGMSD-78-59 ,  Feb.  23,  1979)). 
Recommendations  resulting  from  these  studies  included  institut¬ 
ing  better  financial  reporting  and  adopting  certain  private- 
sector  collection  practices.  In  a  March  1981  report  to  the 
House  Budget  Committee,  we  estimated  that  billions  of  dollars  in 
budget  savings  were  possible  through  strengthened  debt  collec¬ 
tion.  We  noted  then  that  achieving  these  savings  would  require 
a  "sustained  high-priority,  high-intensity  effort  to  put  in 
place  much  stronger  policies,  procedures,  and  systems  and  to 
operate  them  aggressively  once  they  are  installed  ( Improved 
Administrative  Practices  Can  Result  in  Further  Budget  Reductions 
(PAD-81-69,  Mar.  30,  1981)). 


Further,  as  discussed  in  a  1983  report.  Significant 
Improvements  Seen  in  Efforts  to  Collect  Debts  Owed  the  Federal 
Government  (AFMD-83-57,  Apr.  28,  1983),  many  agency  debt  col¬ 
lection  improvements  are  long-term  efforts,  such  as  developing 
improved  accounting  systems.  We  believe  that  continued  over¬ 
sight  to  ensure  that  debt  collection  receives  sustained,  high- 
priority  attention  is  imperative.  The  framework  and  momentum 
are  in  place,  and  continuing  the  current  emphasis  is  important 

Recent  legislation  and  0MB  initiatives 
address  many  PPSSCC  debt  collection  concerns 

The  PPSSCC  recommendations  basically  parallel  our  prior 
recommendations  and  ongoing  0MB  initiatives  regarding  debt  col 
lection.  Many  of  the  recommendations  required  legisla' ive  and 
administrative  action  to  be  implemented.  In  this  rejard,  the 
Congress  has  enacted  two  significant  laws — the  Debt  Collection 
Act  of  1982  and  the  Deficit  Reduction  Act  of  1984.  These  laws 
provide  agencies  with  authority  to  use  many  of  the  credit  man¬ 
agement  techniques  needed  to  improve  debt  collection  that  PPSSCC 
recommended.  In  addition,  0MB  has  initiatives  underway  which, 
when  implemented,  will  address  some  of  the  PPSSCC 's  concerns. 

On  October  25,  1982,  the  President  signed  into  law  the  Debt 
Collection  Act  of  1982.  Among  other  things,  the  act 

— allows  agencies,  except  the  IRS  and  the  Social  Security 
Administration  (SSA),  to  disclose  information  about  an 
individual's  debt  to  credit  bureaus? 


— authorizes  agencies  to  contract  for  debt-collection 
services? 

— permits  agencies  to  disclose  to  debt  collection  con¬ 
tractors  current  addresses  of  individuals  owing  money  to 
the  government  when  the  addresses  were  obtained  from  the 
IRS?  and 


— requires  agencies  to  charge  a  minimum  rate  of  interest, 
as  well  as  penalties  and  administrative  charges,  on 
delinquent  nontax  debts. 

The  act  will  undoubtedly  increase  debt  collections  by  giving 
federal  agencies  management  tools  already  widely  used  in  the 
private  sector.  In  March  1984,  we  and  the  Department  of  Justice 
issued  revisions  to  the  "Federal  Claims  Collection  Standards"  to 
reflect  changes  set  forth  in  the  act. 

The  PPSSCC  also  recommended  that  offsetting  of  IRS  tax 
refunds  be  used  as  a  means  to  collect  nontax  delinquent  debt 
owed  the  government  (ASSET  27).  In  two  reports  (The  Government 
Can  Collect  Many  Delinquent  Debts  by  Keeping  Federal  Tax  Refunds 
as  Offsets  (FGMSD-79-19,  Mar.  9,  1979)  and  Oregon's  Offset  Pro¬ 
gram  For  Collecting  Delinquent  Debts  Has  Been  Highly  Effective 
(FGMSD-80-68 ,  July  17,  1980))  and  numerous  testimonies,  we  have 
recommended  using  an  IRS  tax  offset.  The  Deficit  Reduction  Act 
of  1984  provides  new  and  specific  statutory  authority  concerning 
offsets  against  income  tax  refunds.  For  example,  section  2653 
of  the  act  requires  federal  agencies  to  refer  debts  owed  to  the 
United  States  to  IRS  so  that  it  may  take  offset  action  against 
any  income  tax  refunds  owed  to  the  debtor.  Specific  procedural 
requirements  are  set  out  in  the  act.  The  Secretary  of  the 
Treasury  is  required  to  issue  regulations  to  implement  this 
section  and  is  authorized  to  test  the  offset  procedures  with 
selected  programs  before  proceeding  to  full  implementation. 

We  support  the  IRS  offset  with  two  important  qualifiers. 
First,  our  support  should  not  be  interpreted  as  a  recommendation 
that  the  IRS  become  a  debt  collection  "clearinghouse."  Debt 
collection  is  the  primary  responsibility  of  each  federal  agency. 
It  is  incumbent  upon  top  management  of  each  agency  to  establish 
debt  collection  as  a  priority  and  to  ensure  that  the  debt  col¬ 
lection  initiatives  underway  and  planned  are  successfully  imple¬ 
mented.  We  believe  effective  arrangements  for  using  IRS  offset 
to  collect  nontax  debts  can  be  worked  out  on  the  basis  of  inter¬ 
agency  agreements  between  IRS  and  the  federal  agencies  wishing 
to  refer  debts  for  offset.  Second,  we  are  concerned  that  little 
quantifiable  evidence  is  available  to  indicate  how  IRS'  involve¬ 
ment  in  non-tax  administration  activities  could  affect  voluntary 
compliance  with  the  tax  system — a  system  that  produced  more  than 
$600  billion  in  revenue  for  1984.  The  most  current  evidence,  a 
recent  IRS  study,  indicated  that  the  refund  offset  program  for 
delinquent  child  support  payments  resulted  in  a  significant 
increase  in  nonfilers  and  thus  had  a  measurable  adverse  impact 
on  taxpayer  compliance.  Thus,  in  testing  the  program,  the 
Treasury  should  attempt  to  analyze  the  effects  of  offsets  on 
compliance  with  the  tax  system. 


Prior  to  the  PPSSCC  report,  0MB  had  also  identified  credit 
management  as  a  problem  and  had  initiated  a  program  to  deal  with 


this  issue.  Credit  management  is  the  overall  process  by  which 
the  federal  government  grants  credit  approval  and  collects  what 
it  is  owed  through  its  debt  collection  activities.  0MB  has 
divided  the  credit  management  area  into  five  projects,  which 
are : 


— Credit  standards,  write-off  policy,  and  risk  analysis. 

The  project  includes  the  development  of  uniform  standards 
for  extending  credit  and  writing  off  bad  debts  as  well 
as  innovative  risk  analysis  and  credit-scoring 
procedures. 

— Credit  approval.  This  project  requires  the  development 
of  systems  and  procedures  for 

— applying  credit  standards  to  credit  decisionmaking, 

— ensuring  that  credit  managers  have  access  to 
accurate  and  reliable  information  on  credit  ap¬ 
plicants,  and 

— preventing  overpayments  by  the  federal  government. 

— Account  management.  The  objective  of  this  project  is  to 
develop  automated  systems  and  procedures  for  handling 


— billing, 

— remittances, 

— aging  accounts, 

— escrow,  and 

— management  reporting. 

— Collections.  This  project  covers 

— automating  collection  systems; 

— contracting  for  collections,  litigation,  and 
liquidation;  and 

— referring  cases  to  credit  bureaus. 

— Loan  sales.  This  project's  objective  is  to  develop 
standards  and  procedures  for  selling  selected  loan  and 
related  assets. 

These  various  projects,  if  successful,  will  largely  address  the 
concerns  the  PPSSCC  raised  regarding  the  federal  government 
credit  management  process. 
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CASH  MANAGEMENT 


The  federal  government  is  the  largest  single  spender  and 
recipient  of  money  in  the  United  States.  The  PPSSCC  offered  a 
series  of  issues  and  associated  recommendations  to  improve  the 
federal  government's  cash  management  practices  (ASSET  4,  6,  9, 
and  AG  41),  The  recommendations  are  feasible ,  and  their  imple¬ 
mentation  should  improve  the  cash  management  practices  of  the 
federal  government. 

The  PPSSCC  recommended  the  use  of  electronic  funds  trans¬ 
fer,  invoice  payment  due  dates,  and  delayed  draw  down  of  funds 
by  grantees  as  ways  to  improve  the  government's  cash  management 
operations.  In  addition,  the  PPSSCC  made  recommendations  to 
accelerate  receipts  from  the  sale  of  such  natural  resources  as 
timber . 

Using  electronic  funds  transfer 


The  PPSSCC  stated  that  additional  incentives  for  direct 
deposit/electronic  funds  transfer  of  payroll  and  benefit  dis¬ 
bursements,  such  as  those  for  Social  Security,  should  be  estab¬ 
lished  by  the  Treasury  (ASSET  6).  We  have  previously  reported 
on  the  merits  of  using  electronic  funds  transfer  (Millions  Paid 
Out  in  Duplicate  and  Forged  Government  Checks  (AFMD-81-68,  Oct. 
1,  1981)),  Under  the  electronic  funds  transfer  program,  the 
Treasury  issues  payments  on  magnetic  tapes  and  sends  the  tapes 
to  financial  institutions,  which  make  the  funds  available  to  the 
recipients  on  the  payment  date.  This  program,  which  is  entirely 
voluntary,  has  many  benefits,  including  the  following, 

— Reduced  costs  (for  the  government)  in  the  issuance,  mail¬ 
ing,  and  clearance  of  checks. 

— Improved  service  (to  the  beneficiaries)  through  the  elim¬ 
ination  of  check  loss,  theft,  and  forgery;  the  elimina¬ 
tion  of  check-cashing  problems;  and  the  convenience  of 
regular  deposits. 

— Reduced  operating  costs  (for  the  financial  community)  as 
well  as  earlier  deposits. 

According  to  a  Treasury  official,  legislation  is  being  con¬ 
sidered  within  the  Department  to  give  the  Treasury  the  authority 
to  require  federal  employees  to  receive  payroll  payments  through 
electronic  funds  transfer,  with  various  exceptions.  However, 
the  Department  is  opposed  to  the  PPSSCC 's  recommendation  con¬ 
cerning  benefit  checks  because  of  perceived  congressional  oppo¬ 
sition  to  making  these  types  of  payments  mandatory.  The  Treas¬ 
ury  would  prefer,  at  this  point,  to  keep  the  benefit  program 
voluntary.  Making  electronic  funds  transfer  mandatory  or  creat¬ 
ing  disincentives  for  receiving  checks  will  not,  in  our  view,  be 
a  simple  undertaking.  Broad  support  has  existed  in  the  past  for 
preserving  an  individual's  freedom  to  choose  among  available 
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benefit  payment  methods.  In  addition,  some  individuals  do  not 
use  financial  institutions. 

Although  there  may  be  some  practical  obstacles  to  imple¬ 
menting  the  recommendations,  their  primary  objectives  are  to  use 
more  efficient  payment  mechanisms  in  disbursing  government 
funds.  In  our  opinion,  the  recommendations  are  generally  con¬ 
sistent  with  the  principles  of  sound  cash  management. 

Making  timely  federal  payments 

The  PPSSCC  made  three  recommendations  regarding  federal 
expenditures  for  procurement  and  grants  (ASSET  4).  First,  pur¬ 
chase  vouchers  should  all  be  marked  with  a  due  date  before  being 
submitted  to  the  Treasury,  which  should  pay  bills  on  that  date, 
not  earlier  or  later.  Second,  the  Treasury  should  implement  a 
system  to  ensure  that  grant  funds  are  not  being  invested  by 
state  governments  before  disbursement  for  grant  purposes.  The 
PPSSCC  recommends  contracting  for  such  a  system  until  the 
Treasury  is  able  to  implement  its  own.  Third,  the  Congress 
should  amend  section  203  of  the  Intergovernmental  Cooperation 
Act  of  1968  to  allow  the  Treasury  to  impose  penalties  and 
interest  charges  on  states  that  misuse  federal  grant  funds. 

In  regard  to  the  first  recommendation,  the  Prompt  Payment 
Act  of  1982  has  significantly  modified  agencies'  payment  prac¬ 
tices.  The  act  was  intended  to  discourage  agencies  from  making 
tardy  payments  by  requiring  them  either  to  pay  bills  on  time 
(with  a  15-day  grace  period)  or  pay  interest  penalties  if  pay¬ 
ments  are  late.  To  assist  agencies  in  implementing  the  act,  0MB 
issued  Circular  A-125,  which  requires  agencies  to  pay  their 
bills  on  time,  not  late  or  early.  Further,  all  agencies  are 
required  to  attach  due  dates  to  their  vendor  payment  vouchers 
submitted  to  the  Treasury.  In  addition,  the  Treasury  has  been 
stressing  to  agencies  the  need  to  avoid  early  payments.  The 
Prompt  Payment  Act  and  0MB' s  and  the  Treasury's  continued  empha¬ 
sis  on  this  issue  have  addressed  the  PPSSCC ' s  concerns  in  this 
area. 


Concerning  the  PPSSCC s  second  recommendation,  the  Treasury 
is  implementing  a  system — Letter  of  Credit-Treasury  Financial 
Communication  System  (wire  transfer  of  funds)  —  for  grant  pro¬ 
grams  that  would  not  release  federal  grant  money  until  a  check 
for  grant-related  activities  is  actually  cashed.  The  Treasury 
has  estimated  that  the  system  should  be  in  place  by  the  end  of 
1985.  According  to  the  Treasury,  grant  programs  currently  oper¬ 
ate  on  a  letter-of-credit  system  and  states  can  receive  advance 
payment  for  3  days  of  monetary  needs.  This  results  in  a  "float" 
period  between  the  time  the  money  is  advanced  and  the  time  it  is 
spent,  during  which  the  Treasury  could  be  earning  interest. 
Instead,  State  governments  that  routinely  invest  federal  grant 
funds  prior  to  disbursment  are  able  to  earn  interest  on  the  fed¬ 
eral  government's  money.  Agencies  that  use  the  system  should 
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be  able  to  monitor  grant  payments  and  ensure  that  funds  are  not 
drawn  until  needed.  Successful  implementation  of  wire  transfer 
of  funds  should  correct  this  situation  and  address  the  PPSSCC's 
concerns.  Fiowever,  some  state  constitutions  require  that  feder¬ 
al  money  be  in  a  state  account  before  the  state  can  issue  checks 
for  federally  supported  programs.  Thus,  delaying  draw-downs 
could  create  some  problems  for  these  states  if  they  cannot  sat¬ 
isfy  their  timing  requirements  for  transferring  federal  funds  to 
state  accounts  for  check-cashing  purposes. 

In  regard  to  the  last  recommendation,  congressional  action 
would  be  necessary  to  amend  section  203  of  the  Intergovernmental 
Cooperation  Act  to  allow  the  federal  government  to  charge  inter¬ 
est  to  states  that  draw  grant  funds  prematurely.  Ameriding  sec¬ 
tion  203  would  help  alleviate  the  early  draw-down  of  federal 
funds  by  states.  Although  we  have  not  reviewed  this  issue,  such 
an  amendment  seems  feasible. 

Accelerating  timber  sale  receipts 

The  PPSSCC  recommended  the  Forest  Service  impose  a  flat 
payment  schedule  on  future  timber  contracts  (AG  41).  In  the 
past,  under  most  existing  timber  contracts,  purchasers  have  been 
required  to  pay  for  timber  only  as  it  was  being  removed  from  the 
forest.  However,  the  average  duration  of  a  timber  contract  is 
3  to  4  years,  and  purchasers  typically  wait  as  long  as  possible 
to  harvest.  Therefore,  the  federal  government  does  not  receive 
payment  for  most  of  the  timber  sold  until  3  to  4  years  after  the 
expenses  of  the  sales  preparation  have  been  incurred.  The 
effect  of  the  PPSSCC  recommendation  would  be  to  accelerate  For¬ 
est  Service  receipts;  complete  payment  for  a  timber  contract, 
however,  would  continue  to  take  3  to  4  years. 

Although  we  have  not  reviewed  the  issue  of  accelerating 
timber  sale  receipts,  we  generally  concur  with  the  concept  of 
improving  the  flow  of  the  Treasury's  timber  receipts  to  put  the 
timber  sales  program  on  a  more  businesslike  basis.  Neverthe¬ 
less,  because  of  numerous  other  initiatives  in  this  area,  which 
are  discussed  below,  implementing  the  PPSSCC's  recommendation 
may  not  be  appropriate  at  this  time. 

The  Forest  Service  has  taken  several  steps  over  the  past 
served  years  to  improve  cash  flow  management  of  timber  sales, 
including : 

--placing  on  a  payment  schedule  all  sales  included  under 
the  5-year  timber  sale  extension  program  authorized  in 
August  1983  and 

--requiring  an  up-front  deposit  of  10  percent  of  the  bid 
value  of  a  timber  sale. 


The  Forest  Service  states  that  after  evaluating  the  results  of 
the  actions  already  initiated,  it  will  consider  further  steps. 


such  as  a  flat  payment  schedule.  In  our  view,  it  does  not  seem 
appropriate  to  make  further  changes  before  the  results  of  the 
Forest  Service's  revised  payment  regulations  are  evaluated. 

FEDERAL  LOAN  MANAGEMENT 

The  PPSSCC  made  several  recommendations  to  modify  the 
operation  of  the  federal  government's  loan  programs  (ASSET  13, 
15,  18,  23,  and  24).  They  include: 

— charging  interest  rates  that  more  closely  approximate 
market  rates  on  loan  programs  and 

— establishing  more  loan  guarantees  as  opposed  to  direct 
loans. 

To  implement  most  of  the  PPSSCC  recommendations  in  this  area 
would  require  legislative  action.  Although  we  agree  with  most 
of  the  PPSSCC  recommendations,  we  were  unable  to  formulate  an 
opinion  for  some  issues. 

Charging  nigher  interest  rates 


The  PPSSCC  recommended  that  the  interest  rate  for  federal 
credit  programs  be  (1)  raised  when  market  interest  rates  rise 
and  (2)  reviewed  to  ensure  that  actual  subsidies  are  consistent 
with  program  objectives  (ASSET  15,  23,  and  24).  Authority  to 
implement  the  first  recommendation  varies  by  program.  In  some 
cases,  the  interest  rate  the  government  charges  is  set  by  the 
Congress.  In  those  instances,  the  Congress  would  have  to  amend 
the  authorizing  legislation  to  provide  for  charging  a  higher 
interest  rate  to  the  borrower.  In  other  cases,  the  Congress  has 
allowed  the  respective  Secretary  or  program  administrator  to  set 
the  rate.  In  these  instances,  administrative  action  would  be 
necessary  to  implement  the  PPSSCC  recommendation.  The  second 
recommendation  can  be  implemented  through  administrative  action. 
The  executive  branch  could,  on  its  own  authority,  present  to  the 
Congress  an  analysis  of  the  subsidy  costs  in  different  programs 
and  recommendations  for  program  changes  based  on  that  analysis. 

For  many  federal  credit  programs,  the  portion  of  the  loan 
interest  rate  subsidized  by  the  government  generally  was  set  at 
a  time  when  interest  rates  were  lower.  As  interest  rates  have 
risen,  the  government  has  also  increased  its  subsidy,  with  the 
loan  interest  rate  paid  by  the  program  beneficiaries  remaining 
fairly  constant.  Reducing  the  government's  subsidy  would  result 
in  program  beneficiaries  paying  a  larger  portion  of  the  interest 
rate  on  subsidized  loans. 

0MB  has  recently  attempted  to  implement  the  first  recommen¬ 
dation,  without  legislative  action,  and  has  moved  in  a  direction 
that  is  consistent  with  the  second  recommendation.  On  August 
24,  1984,  0MB  issued  revised  Circular  A-70  to  require  that  (1) 


interest  rates  on  new  direct-loan  programs  be  related  to  market 
interest  rates  and  vary  with  market  conditions  and  (2)  proposed 
legislation  to  establish  a  new  or  amend  an  existing  credit 
program  contain  an  explicit  statement  of  any  subsidies  in  the 
program.  If  an  existing  program  requires  legislative  action  to 
allow  for  charging  higher  interest  rates,  the  agency,  as  part  of 
its  annual  budget  submission,  must  either  submit  to  0MB  proposed 
legislative  changes  or  submit  a  separate  justification  for 
nonconformity . 

Increasing  use  of  loan  guarantees 

The  PPSSCC  recommended  that  the  government,  where  possible, 
move  from  direct  lending  to  a  well-controlled,  guaranteed  loan 
program  (ASSET  13  and  18).  Under  the  guaranteed  loan  program,  a 
private  investor  makes  the  loan — rather  than  the  federal  govern¬ 
ment — and  the  government  guarantees  repayment  of  the  loan  if  the 
borrower  should  default.  We  support  efforts  to  seek  the  least 
costly  way  of  financing  appropriate  federal  credit  program 
objectives,  but  we  believe  this  is  best  done  on  a  case-by-case 
basis. 

We  believe  that,  when  taken  in  isolation,  the  PPSSCC  recom¬ 
mendation  to  move  from  direct  lending  to  guaranteed  lending 
would  not  necessarily  lead  to  better  control  of  federal  credit 
programs.  In  terms  of  both  applicant  screening  and  qualifica¬ 
tion,  as  well  as  in  terms  of  budget  process,  control  over  pro¬ 
grams  could  be  diminished  by  moving  from  federally  originated 
on-budget  direct  loan  programs  to  privately  originated  off-bud¬ 
get  guarantee  programs. 

Further,  we  believe  the  PPSSCC  raised  a  policy  question 
that  needs  to  be  resolved  by  the  Congress.  The  Congress  gener¬ 
ally  has  viewed  direct-lending  programs  as  a  means  of  assisting 
small  businesses,  farmers,  and  rural  residents  and  communities 
that  are  unable  to  obtain  private  financing — with  or  without 
federal  guarantees — at  reasonable  interest  rates  or  terms.  By 
nature,  these  borrowers  and  the  related  direct  loans  they 
receive  are  more  risky.  Without  a  direct-lending  program,  cer¬ 
tain  groups  might  not  be  able  to  obtain  credit.  Therefore,  the 
viability  of  the  recommendation  will  rest  on  a  congressional 
decision  to  forego  direct  lending  as  a  means  of  financially 
assisting  these  groups. 


CHAPTER  4 


DEFENSE  AND  INTERNATIONAL  AFFAIRS  PROGRAMS 

The  defense  and  international  affairs  areas  encompass 
domestic  and  international  proqrams  concerned  with  protecting 
the  population  and  advancing  the  international,  oolitical, 
economic,  and  military  interests  of  the  United  States. 
Administration  plans  are  to  build  up  U.S.  military  forces  in 
response  to  Soviet  threats  by  investing  between  $1.5  and  $2 
trillion  in  defense  during  a  5-year  period  ending  in  1988.  Not 
surprisingly,  therefore,  the  PPSSCC  focused  considerable 
attention  on  this  area.  The  PPSSCC  defense  and  international 
affairs  issues  are  diverse,  ranging  from  general  subjects  such 
as  the  defense  acquisition  process,  which  encompasses 
procurements  of  major  weapon  systems  to  office  supplies,  to 
specific  issues  such  as  government  loans  to  cover  traveling 
expenses  of  refugees  coming  to  the  United  States. 

In  the  defense  and  international  affairs  areas,  the  PPSSCC 
identified  130  issues  within  which  it  made  316  recommendations. 
The  PPSSCC  estimated  that  savings  of  about  $115  billion  could  be 
achieved  if  all  its  recommendations  were  implemented.  It  should 
be  noted  that  some  of  the  larger  dollar  savings  were  associated 
with  recommendations  that  called  for  policy  changes,  including 
many  personnel  issues  such  as  military  health  care  and  retire¬ 
ment,  as  contrasted  with  improved  government  operations. 
Moreover,  although  a  majority  of  the  issues  have  merit,  we  agree 
with  only  a  small  percentage  of  the  savings  estimates. 

We  concluded  that  101  of  the  130  PPSSCC  issues  examined  had 
overall  merit  and  should  be  considered.  We  disagreed  with  19 
issues  and  had  insufficient  information  on  which  to  develop  a 
position  on  10  issues.  The  agency  or  department  could  implement 
97  of  the  issues  without  authorizing  legislation.  Thirty-three 
issues  require  enabling  legislation.  For  example,  legislation 
would  be  required  to  ensure  more  consistent  and  widespread 
compliance  with  the  government's  policy  that  encourages  procur¬ 
ing  goods  and  services  from  the  private  sector  when  it  is  more 
economical  than  providing  the  same  goods  and  services  in-house 
with  government  employees.  Finally,  we  had  previously  made 
recommendations  related  to  68  of  the  130  PPSSCC  issues. 


Summary  of  GAO  Positions  on  PPSSCC 
De fense  and  International  Affairs  Issues 


Number 

Percent 

Number  requiring 
congressional  acti< 

Agree  with  merits 

101 

78 

28 

Disagree  with  merits 

19 

14 

4 

No  position  on  merits 

10 

8 

1 

Total 

130 

100 

33 

=s= 

We  could  not  aqree  with  the  savings  estimates  associated 
with  42  issues,  or  27  percent  of  the  projected  savings.  Much  of 
our  disagreement  stems  from  the  way  the  PPSSCC  handled  inflation 
in  its  estimates.  The  PPSSCC  did  not  provide  sufficient  infor¬ 
mation  on  67  issues  to  enable  us  to  assess  the  estimated 
savings.  One  example  is  the  uncertain  and  unanalyzed  recruit¬ 
ment  and  retention  implications  of  the  PPSSCC  recommendation  to 
increase  the  retirement  age  for  military  personnel.  We  agreed 
with  PPSSCC 's  projected  savings  for  21  issues,  or  4  percent  of 
the  projected  savings. 

PPSSCC  defense  and  international  affairs  issues  generally 
fell  into  the  broad  categories  of  acquisition,  logistics,  per¬ 
sonnel,  contracting  out,  and  international  affairs.  A 
miscellaneous  category  includes  three  issues.  To  illustrate  the 
nature  of  PPSSCC  concerns  and  GAO's  analysis,  examples  are 
discussed  under  each  major  category.  Except  for  the  possibility 
of  deficit  reduction  through  decreased  spending,  there  is  no 
common  thread  linking  the  issues  which  came  from  22  PPSSCC  task 
force  reports.  Therefore,  issues  presented  as  examples  were 
selected  on  the  basis  of  projected  savings,  need  for  enabling 
legislation,  and  our  analysis  of  the  merits  of  the  issue. 

ACQUISITION 


PPSSCC  acquisition  issues  dealt  with  improvements  to  DOD's 
and  the  military  services'  procurement  processes.  We  examined 
31  acquisition  issues  including  internal  auditing,  dual-source 
contracting,  cost  estimating,  multiyear  contracting,  production 
of  nuclear  materials,  the  acquisition  process,  and  careers  in 
acquisition.  We  found  that  29  of  the  31  issues  had  merit,  2  did 
not.  The  following  issues  are  illustrative  of  the  thrust  of 
PPSSCC' s  acquisition  issues  and  our  analysis. 

The  PPSSCC  recommended  that  DOD  rank  its  Acquisition 
Improvement  Program  (AIP)  initiatives  and  concentrate  on  six 
main  issues  (PROC  3).  DOD  ranked  the  AIP  initiatives,  although 
its  categories  were  not  identical  to  those  recommended,  and  con¬ 
solidated  its  efforts  in  seven  areas:  (1)  program  stabilitv. 


(2)  multiyear  procurement,  (3)  economic  production  rates,  (4) 
realistic  budgeting,  (5)  improved  readiness  and  suoport,  (6) 
encouragement  of  competition,  and  (7)  industrial  base 
responsiveness.  We  recognize  the  benefits  of  AIP  and  encourage 
DOD  to  continue  implementing  the  initiatives. 

The  PPSSCC  estimated  that  $17  billion  could  be  saved  if  DOD 
adopted  a  stable  spending  plan  and  economical  oroduction  rates 
for  acquiring  new  weapon  systems  (ARMY  11,  NAVY  1,  OSD  23).  We 
agree  with  the  PPSSCC 's  recommendation  that  priorities  must  be 
established  in  order  to  optimize  the  procurement  of  weapon 
systems.  (Too  many  weaoon  systems  proposed  for  the  limited 
funding  available  results  in  program  stretch  out  and 
uneconomical  production  rates.)  However,  we  also  believe  that 
improving  DOD's  planning  and  budgeting  is  not  only  a  necessary 
part  of  any  effort  to  improve  DOD's  acquisition  process,  but  is 
part  of  a  larger  requirement  to  streamline  and  strengthen 
financial  management  throughout  the  federal  government. 
Legislation  would  be  required  to  authorize  biennial  budgeting, 
an  important  recommendation  of  the  PPSSCC  acquisition 
improvement  issue.  We  do  not  recommend  adoption  of  a  biennial 
budget  cycle  at  this  time  because  problems  go  well  beyond 
biennial  budgeting.  The  entire  financial  management  system  of 
the  government  should  be  reexamined  (see  ch  2).  The  accuracy  of 
the  PPSSCC 's  $8  billion  cost  savings  estimate  for  biennial 
budgeting  could  not  be  assessed  because  the  PPSSCC  did  not 
provide  a  basis  for  its  underlying  assumptions. 

The  PPSSCC  estimated  that  the  Army  could  save  $2.6  billion 
in  weapon  system  acquisition  costs  if  it  improved  its  management 
and  development  of  major  weapon  programs  (ARMY  10).  We  general¬ 
ly  agree  with  the  PPSSCC 's  conclusion  that  the  acquisition  pro¬ 
cess  could  be  improved,  but  we  do  not  agree  with  all  the 
recommendations.  For  example,  while  we  support  the  thrust  of 
PPSSCC 's  recommendation  to  improve  cost  estimates,  improved  cost 
estimates  will  not  result  in  real  cost  savings  unless  the  scope 
of  some  weapon  system  programs  are  reduced. 

LOGISTICS 

PPSSCC  logistics  issues  affect  processes,  essential  to 
supDortability ,  maintainability,  sustainability,  and  readiness 
of  the  U.S.  military  fighting  force.  We  examined  34  issues 
affecting  military  logistics,  including  consolidation  of  base- 
support  services,  supply  management,  war  reserves,  aircraft 
overhaul,  ammunition  management,  and  others.  We  concluded  that 
31  of  the  34  issues  had  merit.  The  following  logistics  issues 
dealing  with  (1)  inventory  management,  (2)  common  weapon  system 
parts  and  standards,  and  (3)  vehicle  maintenance  are  illustra¬ 
tive  of  the  thrust  of  PPSSCC  concerns  and  our  analysis. 

The  PPSSCC  made  numerous  recommendations  designed  to 
improye  DOD's  asset  management,  including  the  need  to  expedite 


modernization  of  ADP  systems  to  process  inventory  data  more 
accurately  and  promptly  (ADP  16,  OSD  2,  PROC  10,  PROC  11).  The 
PPSSCC  estimated  that  savinqs  of  $6  billion  would  result  from  a 
one-time  reduction  in  spare  parts  inventory  levels,  with 
corresponding  reductions  in  support  and  procurement  costs.  We 
generally  agree  with  the  PPSSCC  recommendations  that  deal  with 
improvements  to  asset  management  and  have  previously  reported  on 
these  needs.  However,  concerning  the  PPSSCC  recommendations  to 
expedite  modernization  of  ADP  systems,  we  believe  that  implemen¬ 
tation  of  the  recommendations  should  be  in  conjunction  and  con¬ 
sideration  of  related  problems.  For  example,  in  recent  reports 
we  pointed  out  that  inaccurate  and  outdated  information  and  the 
lack  of  adequately  trained  personnel  were  primary  contributors 
to  insufficient  inventory  management  and  control. 

The  PPSSCC  recommended  that  DOD  reduce  both  the  number  of 
inventory  items  maintained  and  the  cost  of  major  weapon  systems 
by  increasing  the  use  of  common  hardware  components,  subsystems, 
and  other  parts  at  an  estimated  savings  of  $7.3  billion  (OSD 
20).  We  generally  agree  with  the  PPSSCC  recommendation  but  have 
no  basis  to  assess  the  validity  of  estimated  savinqs. 

The  PPSSCC  estimated  that  improved  management  of  combat 
vehicle  maintenance  practices  could  save  $26  million  (ARMY  20). 
It  also  projected  savinqs  of  $15  million  annually  at  one  naval 
air  rework  facility  if  aircraft  engine  maintenance  management 
practices  and  processes  were  improved  (NAVY  13).  Finally, 
annual  savings  of  $105  million  were  projected  if  more  cost- 
effective  overhaul  service  patterns  were  adopted  to  provide  for 
less  frequent  airframe  overhauls  (NAVY  10).  The  thrust  of  these 
recommendations  is  that  performance  monitoring,  rather  than 
specific  overhaul  intervals,  should  be  the  basis  for  determining 
the  need  for  equipment  maintenance.  We  have  advocated  the 
merits  of  actual  condition  assessment,  rather  than  strict 
adherence  to  maintenance  schedules,  in  determining  the  need  for 
equipment  maintenance. 

PERSONNEL 


The  31  PPSSCC  personnel  issues  examined  included  permanent 
chanqe-of-station  moves,  recruiting,  military  hospitals,  troop 
feeding,  accrued-leave  pay,  cost-of-living  adjustments,  and  pen¬ 
sions.  We  concluded  that  21  of  the  31  issues  examined  had  over¬ 
all  merit,  6  did  not,  and  we  had  no  basis  to  judge  the  merits  of 
4.  The  following  issues  dealing  with  the  Civilian  Health  and 
Medical  Program  of  the  Uniformed  Services  (CHAMPUS),  retirement 
age,  and  cost-of-living  adjustments  to  military  pensions  are 
illustrative  of  personnel  issues  examined  by  the  PPSSCC. 


The  PPSSCC  estimated  that  DOD  could  save  $1.2  billion  if  it 
modified  CHAMPUS  to  reduce  steadily  increasing  costs  (OSD  28). 
The  PPSSCC  recommended  that  DOD  hospitals  provide  medical 


attention  to  all  military  dependents  and  retirees  who  request 
it,  with  few  exceptions.  Currently,  dependents  who  are  turned 
away  from  military  hospitals,  due  to  inadequate  facilities  or 
lack  of  professional  staff,  obtain  treatment  from  private-sector 
health  care  facilities  that  are  reimbursed  by  CHAMPUS.  We 
question  whether  it  is  appropriate  to  make  such  u  blanket 
recommendation  until  it  is  conclusively  demonstrated  that 
military  hospitals  can  absorb  the  additional  workload.  Our  work 
has  shown  that  military  hospitals  often  have  neither  the  proper 
mix  of  physician  specialties  nor  adequate  facilities  to  meet  all 
demands.  The  PPSSCC's  savings  estimate  was  not  reduced  to 
reflect  additional  costs,  such  as  drugs,  supplies,  and  other 
services,  that  DOD's  direct-care  system  would  incur  as  a  result 
of  treating  more  patients. 

In  the  case  of  the  second  example,  the  PPSSCC  oroiected 
that  significant  savings  would  result  if  federal  retirement 
costs  were  reduced  by  increasing  the  age  at  which  military  mem¬ 
bers  could  retire  with  full  pension  benefits  ( FRS  1).  Cur¬ 
rently,  military  personnel  can  retire  as  early  as  age  37,  com¬ 
pared  with  the  typical  private-sector  retirement  age  of  62. 

While  we  believe  the  thrust  of  the  PPSSCC  issue  has  merit,  this 
action  could  result  in  increased  compensation  costs  if  recruit¬ 
ing  and  maintenance  of  required  manning  levels  were  adversely 
affected.  Accordingly,  this  issue  deserves  considerably  more 
analysis  before  retirement  changes  are  made.  Prior  studies  have 
shown  that  implementation  of  recommendations  similar  to  the 
PPSSCC's  would  reduce  overall  personnel  costs.  However,  our 
analysis  indicates  that  the  PPSSCC's  savings  estimate  is 
overstated.  Accrued  costs  could  be  reduced,  but  expenditures 
would  not  be  reduced  for  11  years  because  military  members  with 
10  years  of  service  or  more  would  be  grandfathered.  Near  term 
expenditures  could  increase  to  achieve  recruiting  and  retention 
goals. 

Concerning  the  third  example,  the  PPSSCC  proiected  signifi¬ 
cant  savings  if  cost-of-living  adjustments  of  the  military 
retirement  system  were  more  consistent  with  prevailing  private 
sector  practices  (FRS  5).  As  a  general  rule,  military  retire¬ 
ment  pay  is  fully  indexed  to  the  Consumer  Price  Index  (CPI). 

The  PPSSCC  maintained  that,  on  average,  private  sector  pension 
plan  adjustments  only  offset  about  33  percent  of  the  increase  in 
the  CPI.  We  agree  that  reducing  the  inflation  protection  that 
the  miltary  retirement  system  provides  would  substantially 
reduce  costs.  However,  if  reductions  in  retention  levels 
resulted,  increases  in  current  pay  to  maintain  manning  goals 
would  have  to  be  considered  as  offsets  against  projected 
savings. 

CONTRACTING  OUT 


PPSSCC  contracting  out  issues  deal  with  government  efforts 
to  rely  more  heavily  on  the  private  sector  for  commercial- type 
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supplies  and  services  when  it  is  deemed  more  economical  than 
providing  the  services  or  products  in-house  with  government 
employees.  PPSSCC  issues  in  this  area  include  contractor 
services,  contracting  for  highly  skilled  personnel,  contractor 
modernization/productivity  enhancement,  and  the  National  Space 
Transportation  System.  We  concluded  that  11  issues  in  this 
category  have  merit;  we  have  no  basis  to  judge  2.  The  following 
issue  is  illustrative  of  the  PPSSCC  concerns  in  this  category. 

The  PPSSCC  estimated  that  the  government  could  save  more 
than  $7  billion  if  it  fully  implemented  the  provisions  of  0MB 
Circular  A-76  (PROC  18  and  others).  Circular  A-76  directs 
government  agencies  to  rely  on  the  private  sector  for  commercial 
products  and  services  when  it  is  more  economical  than  providing 
the  same  service  in-house  with  government  employees.  We  agree 
with  the  PPSSCC  recommendations  and  further  agree  that  legisla¬ 
tion  would  be  required  to  ensure  more  consistent  and  widespread 
compliance  with  the  government's  policy  that  encourages  procure¬ 
ment  of  goods  and  services  from  the  private  sector  when  it  is 
more  economical  than  providing  the  same  goods  and  services 
in-house  with  government  employees. 

INTERNATIONAL  AFFAIRS 

PPSSCC  international  affairs  issues  included  Agency  for 
International  Development  (AID)  assistance  projects,  purchases 
of  foreign  currencies,  Export-Import  Bank  interest  rate  manage¬ 
ment,  foreign  military  sales  (FMS),  and  refugee  transportation 
loans,  to  name  a  few.  Of  the  18  issues  examined,  we  concluded 
that  8  had  merit,  9  did  not,  and  there  was  no  recent  GAO  work  on 
which  to  formulate  a  position  on  1.  The  following  issues 
dealing  with  management  of  real  property,  AID  projects,  and 
agriculture  export  promotion  are  illustrative  of  the  thrust  of 
PPSSCC  concerns  and  our  analysis. 

The  PPSSCC  predicted  that  significant  savings  would  result 
if  the  Department  of  State  (1)  developed  a  real  property  manage¬ 
ment  system,  (2)  expanded  its  cost  accumulation  system,  (3)  con¬ 
solidated  fiscal  authority  for  all  real  estate  expenditures  in 
its  Office  of  Foreign  Buildings,  (4)  developed  procedures  to 
identify  excess  property,  and  (5)  allocated  all  operating  and 
maintenance  costs  to  using  agencies  (ST^TE  3).  We  believe  the 
PPSSCC  recommendations  have  merit.  Further,  the  Department  of 
State  is  implementing  the  PPSSCC  recommendations. 

Regarding  AID  assistance  projects,  the  PPSSCC  estimated 
that  $33  million  could  be  saved  if  AID  reduced  the  amount  of 
time  its  personnel  spent  planning,  monitoring,  and  approving  AID 
projects  (STATE  6).  We  and  AID  generally  agree  with  the  PPSSCC 
recommendations  designed  to  accomplish  these  objectives  and,  in 
most  cases,  action  is  being  taken  to  implement  them.  For 
example,  AID  is  currently  pursuing  ways  to  reduce  congressional 
reporting  requirements.  However,  significant  reductions  in 


reporting  requirements  are  questionable  because  the  Congress 
desires  to  closely  monitor  AID  activities. 


The  PPSSCC  projected  that  $37  million  could  be  saved  over  4 
years  if  the  Foreign  Agricultural  Service's  Cooperator  Funding 
Program  were  phased  out  (AG  24).  The  PPSSCC  believes  that  the 
beneficiaries  of  export  market  development — namely,  private 
sector  commodity  promotion  organizations,  producers,  and 
exporters — should  bear  export  promotion  costs,  not  the  govern¬ 
ment.  The  PPSSCC  recognized  the  merits  of  using  federal  funds 
as  "seed  money"  to  assist  new  groups  in  developing  foreign  mar¬ 
kets  but  concluded  that  as  the  program  matured,  it  would  be 
inappropriate  to  continue  open-ended  federal  funding.  We  agree 
and  have  expressed  similar  views  in  prior  recommendations  to  the 
Secretary  of  Agriculture.  We  believe  the  PPSSCC  savings 


estimate  is  reasonable. 


CHAPTER  5 


HUMAN  SERVICES  AND  WAGE  PROTECTION  PROGRAMS 

The  federal  government  operates  and/or  finances  a  wide 
variety  of  human  services  programs  that  provide  millions  of 
people  such  benefits  as  health  care,  education  and  training,  and 
retirement  and  disability  income.  According  to  the  President's 
fiscal  year  1986  budget,  federal  outlays  for  human  services 
programs  will  be  over  $400  billion,  or  about  half  of  total 
federal  outlays,  excluding  interest  costs.  The  PPSSCC  estimated 
that  the  amount  of  federal  or  federally  funded  contracts  covered 
by  the  wage  protection  laws  also  discussed  in  this  chapter  is 
over  $120  billion  a  year. 

We  examined  82  PPSSCC  issues  dealing  primarily  with  human 
services  and  wage  protection  programs.  The  PPSSCC  estimated 
that  the  total  savings  from  implementing  its  recommendations 
relating  to  the  82  issues  would  be  about  $168  billion.  The 
$168  billion  includes  some  duplication  because  different  PPSSCC 
reports  addressed  some  of  the  same  issues. 

While  potential  savings  from  improved  program  administra¬ 
tion  are  significant,  the  greatest  potential  savings  from 
changes  the  PPSSCC  recommended  would  involve  policy  changes  that 
are  relatively  controversial.  These  controversial  areas  include 
changing  the  approaches  used  to  contain  the  rising  costs  of 
medical  care,  changing  eligibility  requirements  as  to  who  should 
receive  means-tested  benefits  and  to  what  extent,  and  changing 
the  government's  role  in  setting  private  sector  wages  for  people 
working  on  government-sponsored  projects. 

As  shown  below,  we  generally  agree  with  the  merits  of  the 
PPSSCC 's  proposals  on  most  of  the  issues.  However,  included 
among  the  issues  with  which  we  disagree  are  two  issues  for  which 
the  PPSSCC  estimated  savings  of  about  $88  billion.  The  two 
issues  involve  approaches  to  containing  health  care  costs  and 
limiting  eligibility  for  benefits  from  means-tested  programs. 


Summary  of  GAO  Positions  on  PPSSCC 
Human  Services  and  Wage  Protection  Issues 


Number  of  issues 
requiring 


Number 

Percent 

congressional  action 

Agree  with  merits 

57 

69 

41 

Disagree  with  merits 

17 

21 

9 

No  position  on  merits 

_8 

10. 

Total 

82 

100 

54 

S— S 
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Nearly  every  issue  merits  consideration.  Often,  we  dis¬ 
agree  with  some  of  the  recommendations  in  an  issue  but  believe 
that  other  recommendations  discussed  in  that  issue  have  merit. 

In  many  cases,  including  cases  where  we  agree  with  the  PPSSCC 
recommendations,  we  believe  the  PPSSCC 's  savings  estimates  are 
overstated.  However,  even  if  the  savings  are  much  less  than  the 
PPSSCC  estimates,  they  are  often  substantial.  Also,  the  savings 
usually  would  continue  well  beyond  the  3  years  the  PPSSCC  used 
in  its  estimates. 

For  purposes  of  discussion,  we  categorized  the  82  PPSSCC 
issues  into  six  areas — health  care,  education,  retirement  and 
disability,  means-tested  programs,  wage-protection  laws,  and 
"other."  The  distinction  among  these  areas  is  not  always  pre¬ 
cise;  some  programs  could  fit  in  different  categories.  For 
example,  Medicaid  is  included  under  health  care  although  it  is 
also  a  means-tested  program.  A  discussion  of  each  of  the  cate¬ 
gories,  except  "other,"  which  involves  seven  issues  with  PPSSCC- 
estimated  savings  of  $175  million,  is  presented  below. 

HEALTH  CARE 

We  reviewed  24  health  care  issues  covering  federally 
operated  health  care  programs,  such  as  the  Veterans  Administra¬ 
tion's  (VA's)  hospitals,  and  the  health  financing  programs: 
Medicare  and  Medicaid.  The  PPSSCC  estimated  that  about  $53.4 
billion  could  be  saved  by  such  actions  as  constructing  fewer  new 
facilities,  obtaining  reimbursement  from  beneficiaries  and  their 
insurers,  developing  reimbursement  systems  designed  to  hold  down 
costs,  and  more  efficient  management. 

We  generally  agree  with  the  PPSSCC  recommendations  on  16 
issues  with  PPSSCC-est imated  savings  of  $21.2  billion,  disagree 
on  6  issues  involving  PPSSCC-estimated  savings  of  about  $30.6 
billion,  and  have  no  position  on  2  issues  involving  PPSSCC- 
estimated  savings  of  about  $1.6  billion.  For  example,  two 
PPSSCC  issues  dealt  with  having  insurance  companies  pay  the  cost 
of  care  for  beneficiaries  who  have  private  health  insurance. 

The  PPSSCC  stated  that  about  $1.2  billion  could  be  recovered  by 
DOD  for  care  provided  to  insured,  inactive  military  benefici¬ 
aries  (HOSP  11).  It  also  estimated  that  VA  could  recover  about 
$1.4  billion  for  care  provided  to  insured  veterans  (HOSP  13). 

We  agree  with  the  PPSSCC  recommendations,  which  would  require 
legislation  to  implement. 

We  agree  with  the  PPSSCC 's  position  on  sharing  of  health 
care  resources  by  VA  and  DOD  (HOSP  2).  However,  while  we  agree 
with  many  of  the  recommendations  in  issues  dealing  with  the 
construction  and  use  of  VA  medical  facilities,  we  are  not  sure 
that  savings  of  the  magnitude  envisioned  by  the  PPSSCC  will 
materialize.  Much  of  the  savings  in  three  issues  (HOSP  4, 

HOSP  5,  PRIV  4)  would  result  from  reducing  the  number  of  acute- 


care  hospital  beds,  converting  acute-care  beds  to  nursing  beds, 
building  smaller  replacement  facilities,  and  ceasing  construc¬ 
tion  of  nursing  homes.  We  believe  that  the  PPSSCC  has  over¬ 
estimated  both  the  number  of  excess  VA  acute-care  beds  and  the 
savings  to  be  achieved  by  eliminating  excess  beds.  Even  more 
important,  future  needs  for  medical  facilities  depend  on  the 
number  of  veterans  without  service-connected  disabilities  that 
VA  will  serve.  The  Congress  needs  to  decide  to  what  extent  VA 
will  serve  such  veterans  before  changes  of  the  nature  proposed 
by  the  PPSSCC  are  made. 

Several  PPSSCC  recommendations  were  to  improve  administra¬ 
tion.  For  example,  the  PPSSCC  estimated  savings  of  $23.9  mil¬ 
lion  if  the  Health  Care  Financing  Administration's  contractors 
processed  Medicare  physicians'  claims  for  beneficiaries  of  the 
Railroad  Retirement  Board  (RRB)  (BANK  16).  It  also  estimated 
savings  of  about  $447  million  in  Medicare  costs  if  better  audits 
and  medical  reviews  were  performed  (HEALTH  2).  We  generally 
agree  with  the  PPSSCC ' s  recommendations  and  have  made  similar 
ones  in  our  previous  reports. 

We  disagree  with  the  PPSSCC s  recommendations  to  limit  the 
increase  in  federal  health  expenditures  to  the  growth  rate  in 
the  Gross  National  Product,  allocate  Medicare  and  Medicaid  funds 
to  geographic  areas  on  a  per-capita  basis,  and  obtain  medical 
services  competitively  (MEDIC  1).  The  PPSSCC-estimated  savings 
for  these  recommendations  is  $28.9  billion. 

Although  rising  federal  health  expenditures  are  a  serious 
problem,  we  believe  the  above  recommendations  should  not  be 
implemented  because  there  are  numerous  uncertainties  about  the 
outcome  of  the  PPSSCC s  recommendations.  For  example,  the 
PPSSCC  makes  no  provision  for  cost  increases  associated  with  the 
increasing  use  and  intensity  of  services  and  applications  of 
costly  technology.  To  the  extent  these  costs  could  not  be  off¬ 
set  by  efficiencies  in  other  areas,  they  would  have  to  be  paid 
for  by  beneficiaries  or  offset  by  reductions  in  service  qual¬ 
ity.  Although  the  PPSSCC  apparently  assumes  competitive  bidding 
would  increase  efficiency,  it  does  not  present  convincing  evi¬ 
dence  that  efficiency  would  in  fact  increase.  The  outcome  of 
its  recommendations  could  be  lower  levels  of  health  care  and/or 
shifting  costs  to  beneficiaries.  Also,  although  the  PPSSCC s 
proposals  include  programs  other  than  Medicare  and  Medicaid, 
such  as  DOD  and  VA  programs,  how  the  PPSSCC s  recommendations 
would  affect  these  other  programs  is  unclear. 

We  also  question  the  PPSSCC s  recommendation  to  institute 
system-wide,  fixed-priced  competitive  contracting  for  processing 
Medicare  claims  (HEALTH  1),  which  the  PPSSCC  estimates  would 
save  $54  million.  We  have  not  found  sufficient  bases  for  com¬ 
pletely  changing  to  fixed-price  contracting.  Poor  controls  over 
benefit  payments  that  resulted  from  administrative  cost-cutting 
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initiatives  could  result  in  benefit  cost  increases  that  qreatly 
exceed  administrative  cost  savings. 

EDUCATION 


Five  PPSSCC  education  issues  involve  PPSSCC-estimated 
savings  of  about  $3.5  billion.  We  generally  agree  with  the 
PPSSCC  on  four  issues  for  which  the  PPSSCC  estimated  savings  of 
about  $1.9  billion  and  have  no  position  on  one  issue  involving 
about  $1.6  billion. 

The  PPSSCC  estimated  savings  of  about  $1.2  billion  by  con¬ 
solidating  the  Department  of  Education's  student  loan  programs 
and  disbursing  loans  over  an  academic  year  rather  than  once  a 
year  (ED  1).  We  believe  that  these  recommendations  have  merit 
and  that  the  savings,  although  less  than  the  PPSSCC  estimated, 
would  be  substantial. 

We  believe  that  the  recommendations  to  improve  collections 
on  student  loans  (ED  3),  estimated  by  the  PPSSCC  to  save  about 
$500  million,  have  merit.  Although  we  did  not  evaluate  the 
reasonableness  of  the  PPSSCC 's  savings  estimate,  the  Department 
of  Education  estimated  that  implementing  the  PPSSCC ' s  recommen¬ 
dations  would  save  about  $550  million. 

We  have  no  position  on  the  PPSSCC 's  recommendation  to 
increase  educational  loan  origination  fees,  which  are  deducted 
from  loan  proceeds,  frpm  5  percent  to  10  percent,  resulting  in 
savings  of  about  $1.6  billion  (ASSET  19).  We  agree  that  the 
recommendation  would  result  in  substantial  savings  because  orig¬ 
ination  fees  are  deducted  from  the  interest  subsidies  paid  by 
the  Department  under  the  program.  However,  while  some  students 
could  borrow  more  to  offset  the  higher  fees,  those  at  the  loan 
limit  would  experience  a  reduction  in  money  available  to  them. 

RETIREMENT  AND  DISABILITY  PROGRAMS 

We  reviewed  19  issues  in  this  category  involving  PPSSCC- 
estimated  savings  of  about  $17.4  billion  in  programs  of  the 
Pension  Benefit  Guaranty  Corporation  (PBGC),  RRB,  SSA,  and  VA. 

We  generally  (1)  agree  with  the  PPSSCC  on  13  issues  involving 
PPSSCC-estimated  savings  of  $5.9  billion,  (2)  question  4  issues 
with  PPSSCC-estimated  savings  of  $10.9  billion,  and  (3)  have  no 
position  on  2  issues  involving  PPSSCC-estimated  savings  of  about 
$0.6  billion. 

We  agree,  for  example,  with  the  PPSSCC 's  recommendations  to 
increase  insurance  premiums  (BANK  1)  and  amend  the  Employee  Re¬ 
tirement  Income  Security  Act  to  minimize  such  abuses  as  termi¬ 
nating  pension  plans  and  transferring  liabilities  to  the  insur¬ 
ance  program  administered  by  PBGC  (BANK  2).  The  total  savings 
in  these  issues,  about  $350  million,  appear  reasonable. 


The  PPSSCC  estimated  that  about  SI. 2  billion  would  be  saved 
if  the  Conqress  no  lonqer  provided  qeneral  revenue  fundinq  for 
"windfall  benefits,"  benefits  received  by  retirees  from  both  the 
railroad  retirement  and  social  security  systems  that  are  hiqher 
than  what  retirees  would  receive  if  their  benefits  were  earned 
under  only  one  of  those  systems  (BANK  12).  The  PPSSCC 's  esti¬ 
mated  savinqs  from  eliminatinq  qeneral  revenue  fundinq  of  wind¬ 
fall  benefits  appear  reasonable.  While  we  do  not  have  a  posi¬ 
tion  on  how  windfall  benefits  should  be  funded,  we  have  recom¬ 
mended  that  the  Conqress  reevaluate  how  to  fund  windfall  bene¬ 
fits  and  presented  several  alternatives. 

Two  of  the  four  issues  we  question  involve  PBGC's  premium 
rate  structure  and  SSA's  disability  claims  system.  The  PPSSCC 
recommended  that  the  rate  structure  for  premiums  PBGC  charqes 
for  insurinq  pension  plans  be  improved  and  that  special  assess¬ 
ments  be  considered  for  underfunded  plans  (BANK  5).  It  esti¬ 
mated  that  PBGC  could  collect  $3.2  billion  throuqh  special  as¬ 
sessments  on  unfunded  liabilities.  We  aqree  that  the  premium 
structure,  under  which  all  plans  now  pay  the  same  rate,  could  be 
improved  by  relatinq  premiums  to  ris)c.  However,  we  believe  that 
the  concept  of  charqinq  a  special  assessment  requires  additional 
study  and  the  5-percent  assessment  on  unfunded  liabilities  pro¬ 
posed  by  the  PPSSCC  would  exceed  PBGC's  fundinq  requirements 
over  the  next  3  years.  Also,  major  uncertainties  are  connected 
with  the  key  elements,  such  as  the  amount  of  unfunded  liabili¬ 
ties,  used  by  the  PPSSCC  in  its  $3.2  billion  estimate. 

The  PPSSCC  made  36  specific  recommendations  for  modifyinq 
SSA's  system  for  handlinq  disability  claims  (SSA  10).  It  esti¬ 
mated  that  implementinq  these  recommendations  would  save  $3.6 
billion.  Althouqh  some  of  the  recommendations  appear  to  have 
merit,  we  question  the  recommendations'  overall  focus,  which  is 
to  limit  the  role  of  administrative  law  judqes  to  that  of  deci¬ 
sion  reviewers  who  may  not  accept  evidence  or  consider  issues 
not  previously  introduced  in  the  administrative  process. 

MEANS-TESTED  PROGRAMS 

We  reviewed  17  PPSSCC  issues,  involvinq  PPSSCC-estimated 
savinqs  of  $73.3  billion,  in  this  cateqory,  which  involves  pro- 
qrams  that  provide  cash  and  other  assistance  based  on  benefici¬ 
aries'  incomes  and  assets. 

We  qenerally  aqree  with  the  PPSSCC  on  nine  issues  involvinq 
PPSSCC-estimated  savinqs  of  about  $10.8  billion,  disaqree  with 
the  PPSSCC  on  six  issues  where  it  estimated  about  $61.5  billion 
could  be  saved,  and  have  no  position  on  two  issues  involvinq 
PPSSCC-estimated  savinqs  of  about  $1  billion. 
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The  PPSSCC  recommended  that  benefits  from  other  nutritional 
programs,  such  as  the  School  Lunch  Program,  be  considered  in  de¬ 
termining  food  stamp  benefits  (AG  13,  AG  14).  We  agree.  In 
1978,  we  recommended  that  the  Department  of  Agriculture  study 
the  feasibility  of  considering  benefits  from  child  nutrition 
programs  for  determining  food  stamp  eligibility  and  that  the 
Congress  consider  eliminating  the  overlap  in  benefits  if  the 
study  showed  such  a  change  was  feasible. 

Several  PPSSCC  issues  addressed  improved  verification  of 
the  income  of  means-tested  program  recipients  through  the  inter¬ 
change  and  computer  matching  of  income  data.  In  a  summary  issue 
on  computer  matching  (INFO  4),  the  PPSSCC  did  not  develop  a  sav¬ 
ings  estimate  but  stated  that  savings  related  to  computer  match¬ 
ing  recommendations  in  other  PPSSCC  issues  were  $11.3  billion. 

We  agree  with  most  of  the  PPSSCC  recommendations  for  computer 
matching  but  believe  that  appropriate  safeguards  are  needed  to 
protect  personal  privacy  when  managing  the  data.  While  we  have 
not  evaluated  some  of  the  savings  estimates  that  make  up  the 
$11.3  billion  and  believe  that  others  are  too  high,  the  poten¬ 
tial  savings  from  computer  matching  are  substantial.  In  1982, 
we  reported  that  improved  verification  of  welfare  recipients' 
income  and  assets  could  save  hundreds  of  millions  of  dollars 
annually. 

The  Deficit  Reduction  Act  of  1984  provided  for  computer 
matching  with  appropriate  privacy  safeguards  in  several  welfare 
programs.  However,  further  legislative  action  is  needed  to  ex¬ 
pand  computer  matching  opportunities.  For  example,  the  Congress 
should  consider  providing  the  Department  of  Housing  and  Urban 
Development  legislative  authority,  with  appropriate  privacy 
safeguards,  to  require  social  security  numbers  and  obtain  access 
to  federal  and  state  wage  data  files. 

We  disagree  with  the  PPSSCC  on  an  issue  which  represents 
about  80  percent  of  the  PPSSCC-estimated  savings  in  the  means- 
tested  area  (SUBS  1).  The  PPSSCC  discussed  four  subsidy  areas-- 
means-tested  programs,  subsidies  for  the  elderly,  farm  subsi¬ 
dies,  and  user  charges — and  recommended  that  (1)  each  federal 
agency  issue  a  W-2-type  form  to  each  subsidy  beneficiary  with  a 
copy  to  the  IRS,  (2)  the  concept  of  consolidating  benefit  pro¬ 
grams  be  pursued,  (3)  federal  agencies  provide  more  accurate 
data  on  the  administrative  costs  of  subsidies,  and  (4)  poverty 
statistics  include  in-kind  (noncash)  benefits.  The  PPSSCC  esti¬ 
mated  savings  of  $58.9  billion  in  means-tested  programs  but  made 
no  estimate  for  the  other  three  subsidy  areas. 

Our  prior  reports  have  supported  the  need  to  consolidate 
programs  and  recognize  benefits  provided  by  other  programs  in 
determining  benefit  levels  and  to  improve  agency  accounting  sys¬ 
tems.  However,  we  are  concerned  with  the  underlying  concepts 
which  relate  to  the  PPSSCC s  conclusions. 
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The  PPSSCC  believes  that  retargeting  means- tested  programs 
is  necessary  because  these  programs  have  not  closed  the  poverty 
gap.  We  believe  that  all  the  expenditures  of  these  programs 
cannot  be  expected  to  close  the  poverty  gap  because  many  means- 
tested  programs  were  not  designed  to  close  the  poverty  gap  and 
are  not  limited  to  the  poor.  Also,  not  all  costs  or  benefits 
are  used  in  computing  the  poverty  level.  For  example,  Medicaid, 
the  largest  means-tested  program,  pays  for  services  to  meet 
health  needs  that  otherwise  would  be  unmet.  These  needs  are  not 
considered  in  determining  who  is  poor,  nor  are  the  benefits, 
paid  to  providers  of  health  services,  counted  as  beneficiary 
income . 

The  PPSSCC  noted  that,  to  achieve  savings,  means- tested 
programs  would  have  to  be  refocused  so  that 

"all  funds  are  geared  to  the  truly  needy  at  the  low 
end  of  the  income  spectrum  rather  than  those  lower- 
budget,  lower-middle  income  and  middle- income  house¬ 
holds  which  now  also  receive  means-tested  benefits." 

The  PPSSCC 's  estimated  savings  would  not  be  achieved  by 
only  improving  administration  or  ensuring  that  benefits  went  to 
intended  recipients.  Instead,  the  Congress  would  need  to  make 
maior  changes  in  many  programs  that  were  developed  and  refined 
over  the  last  two  decades  to  exclude  persons  who  are  now  en¬ 
titled  to  benefits. 

Other  issues  we  question  include  a  number  of  recommenda¬ 
tions  to  simplify  and  automate  means-tested  programs.  We  gener¬ 
ally  agree  with  the  desirability  of  program  simplification  and 
automation.  However,  we  believe  that  a  number  of  issues  and 
problems  need  to  be  addressed  before  many  of  the  PPSSCC ' s  recom¬ 
mendations  can  or  should  be  implemented.  For  example,  standard¬ 
izing  eligibility  requirements  and  forms,  addressed  in  two 
PPSSCC  issues  (LISAB  5,  LISAB  6),  would  require  major  efforts  to 
reach  consensus  on  definitions  of  such  items  as  what  constitutes 
income  and  assets  at  the  federal  and  state  level.  Different 
programs  have  different  purposes,  and  the  most  appropriate  defi¬ 
nition  for  any  one  program  depends  on  its  particular  objective. 
Also,  the  PPSSCC  recommends  the  use  of  untested  model  automated 
systems  in  these  two  issues. 

WAGE  PROTECTION  LAWS 

The  PPSSCC  estimated  savings  of  about  $20  billion  in  10 
issues  dealing  primarily  with  the  repeal  or  modification  of 
three  laws  designed  to  protect  the  wages  of  certain  workers. 

In  three  issues,  the  PPSSCC  estimated  savings  of  $11.65 
billion  from  (1)  repealing  the  Davis-Bacon  Act  (WAGE  1),  which 
regulates  wages  to  workers  on  federal  or  federally  assisted 


construction  projects  ($4.97  billion);  (2)  repealing  the  Walsh- 
Healey  Act  (WAGE  2),  which  regulates  wages  of  workers  on  federal 
contracts  for  materials,  supplies,  articles,  and  equipment,  or 
eliminating  the  act's  daily  overtime  requirement  (S3. 37  bil¬ 
lion);  and  (3)  repealing  the  Service  Contract  Act  (WAGE  3), 
which  regulates  the  wages  paid  to  employees  of  contractors  who 
provide  services  to  the  government  ($3.31  billion). 

The  recommendations  in  seven  other  issues  were  similar 
except  that  three  dealt  only  with  Air  Force  contracts  and  one 
dealt  with  the  impact  of  the  Service  Contract  Act  on  federal 
contracts  for  custodial  services.  The  S8.3  billion  in  PPSSCC- 
estimated  savings  for  the  seven  issues  duplicates  the  savings 
for  the  three  issues  discussed  above. 

We  generally  agree  with  the  PPSSCC's  recommendations  on  all 
10  issues.  We  previously  reviewed  the  activities  that  are  the 
subiect  of  the  PPSSCC  recommendations  regarding  these  wage  pro¬ 
tection  laws  and  have,  in  prior  reports,  proposed  that  the  Con¬ 
gress  consider  repealing  the  Davis-Bacon  and  Service  Contract 
Acts  and  modifying  the  daily  overtime  provisions  of  the  Walsh- 
Healey  Act.  While  savings  estimates  would  vary  considerably 
depending  on  the  assumptions  used  in  preparing  them,  we  believe 
that  the  savings  from  implementing  the  PPSSCC’s  recommendations 
would  be  substantial.  We  have  previously  reported  that  the 
Davis-Bacon  Act  and  Service  Contract  Act  each  could  be  addinq 
hundreds  of  millions  of  dollars  annually  to  government  contract 
costs . 


CHAPTER  6 


NATURAL  RESOURCES  AND  COMMUNITY  DEVELOPMENT  PROGRAMS 


Federal  programs  relating  to  natural  resources  and  community 
development  encompass  such  diverse  operations  as  environmental 
protection,  agriculture  and  food  assistance,  energy  research  and 
development,  federal  land  and  water  management,  housing  and 
community  development,  and  transportation  systems  and  policies. 

In  total,  29  different  PPSSCC  task  forces  prepared  233  issues 
relating  to  these  program  areas.  They  estimated  that  the  federal 
government  could  generate  savings  or  additional  revenues  totaling 
S82  billion  by  improving  management  operations,  charging  or 
increasing  fees  for  federal  program  assistance,  eliminating 
unneeded  facilities  and  governmental  functions,  and/or  selling 
certain  power-generating  facilities  and  public  lands.  Of  these 
233  issues,  we  had  sufficient  information  to  comment  on  153, 
representing  about  $75  billion  of  the  estimated  $81  billion 
savings  for  the  233  issues. 

This  chapter  discusses  79  of  the  153  issues  on  which  we  com¬ 
mented,  representing  about  $43  billion  of  the  estimated  PPSSCC 
dollar  savings.  The  remaining  74  issues,  while  relating  to 
natural  resources  and  community  development  programs,  deal  with 
the  operations  of  regulatory  agencies,  ways  to  increase  federal 
revenues  through  user  fees,  improved  cash  management,  specific 
federal  entitlement  programs,  or  additional  matters  discussed  in 
other  chapters  of  this  report. 

For  63  of  the  79  issues,  we  generally  agree  that  the  issues 
have  merit,  although  we  often  question  the  feasibility  of  imple¬ 
menting  the  PPSSCC 's  associated  recommendations  or  have  no  basis 
for  judging  the  reasonableness  of  the  PPSSCC  savings  estimates. 
These  63  issues  represent  about  $37  billion  in  PPSSCC  savings 
estimates.  For  the  remaining  16  issues,  we  disagree  with  the 
merits  of  14  and  provide  some  information  on  2  without  taking  a 
position  on  their  merits.  We  also  found  that  43  of  the  79  issues 
would  require  some  type  of  legislative  action  to  implement  fully. 
The  following  chart  summarizes  our  positions  on  the  79  issues. 

Summary  of  GAO  Positions  on  PPSSCC 
Natural  Resources  and  Community  Development  Issues 


Number  of  issues 
requiring 

Number  Percent  congressional  action 


Agree  with  merits  63 
Disagree  with  merits  14 
No  position  on  merits  2 


80 

18 

2 


33 

10 

0 


Total 


79 


100 


43 
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The  PPSSCC  issues  discussed  in  this  chapter  qenerally  fall 
within  six  general  program  areas — agriculture,  energy,  environ¬ 
mental  protection,  housing,  interior,  and  transportation — and  deal 
primarily  with  suggestions  to  improve  or  streamline  the  management 
operations  of  the  applicable  federal  agencies. 

AGRICULTURE 

We  analyzed  16  PPSSCC  issues  relating  to  specific  Department 
of  Agriculture  activities.  Associated  PPSSCC  savings  estimates 
total  $3.8  billion.  In  addition,  the  PPSSCC  estimated  that  $13 
billion  could  be  saved  by  restructuring  the  government's  farm 
price-support  programs.  Because  it  recognized  that  this  recommen¬ 
dation  needs  further  study,  however,  the  PPSSCC  did  not  include 
the  $13  billion  estimate  in  its  savings  totals. 

We  believe  that  11  of  the  16  issues,  representing  about  $1.3 
billion  in  PPSSCC-estimated  savings,  have  overall  merit.  In  most 
of  these  cases,  we  have  no  basis  for  assessing  the  appropriateness 
of  the  PPSSCC  savings  estimates.  On  the  remaining  five  issues,  we 
disagree  with  the  merits  of  three  ($2.2  billion  in  PPSSCC  savings 
estimates)  and  take  no  position  on  the  other  two  ($264.7  million 
in  PPSSCC  savings  estimates).  In  terms  of  potential  savings,  some 
of  the  more  significant  PPSSCC  proposals  are  to  reduce  federal 
involvement  in  financing  rural  electrification  activities, 
restructure  farm  price-support  programs,  and  reduce  commodity 
inventories . 


Financing  rural  electrification  activities 


The  PPSSCC  estimated  that  the  Department  of  Agriculture's 
Rural  Electrification  Administration  (REA)1  could  shift  $3 
billion  to  $4  billion  in  government  borrowing  to  the  private 
sector,  save  $99  million  in  interest  costs,  and  generate  fee 
revenues  of  $43  million  (AG  56  and  AG  57).  The  PPSSCC  believed 
this  would  occur  if  REA  loan  guarantees  for  rural  electric 
generation  and  transmission  cooperatives  were  reduced  to  an  annual 
level  of  $3  billion  in  1986  (from  $4.7  billion  in  1983);  electric 
distribution  cooperatives  were  required  to  obtain  50  percent, 
instead  of  30  percent,  of  their  loan  funds  from  non-REA  sources; 
and  REA  charged  fees  for  both  loans  and  loan  guarantees  to  offset 
administrative  costs.  Legislation  would  be  needed  to  fully 
implement  these  recommendations. 


We  generally  agree  with  the  objective  of  reducing  rural 
electric  cooperatives'  reliance  on  federal  assistance  but  caution 


^REA,  a  credit  agency  of  the  Department  of  Agriculture,  provides 
loans  to  eligible  utilities  to  extend  electric  and  telephone 
service  to  rural  areas. 
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that  all  cooperatives  are  not  equally  strong  financially.  On  loan 
guarantees,  we  have  advocated  in  previous  reports  that  REA  encour¬ 
age  greater  private  sector  participation,  require  generation  and 
transmission  cooperatives  to  study  all  reasonable  alternatives  to 
new  or  expanded  construction  for  meeting  power  requirements,  and 
charge  a  loan  guarantee  fee.  Also,  we  have  recommended  that  REA 
(1)  develop  criteria  to  determine  which  distribution  cooperatives 
qualify  for  private  sector  financing  and  (2)  establish  a  minimum 
equity  level  goal  for  borrowers  with  low  equities  and  require  them 
to  develop  plans  to  achieve  the  goal.  We  also  believe  the  Con¬ 
gress  needs  to  reexamine  the  objectives  of  providing  low-interest 
rate  loans  to  distribution  cooperatives  and  in  light  of  these 
objectives,  establish  criteria  to  better  tailor  assistance  on  the 
basis  of  borrower  needs. 


Restructuring  farm  price-sui 


irog  r  ams 


The  PPSSCC  recommended  that  the  government' 
economy  be  redirected  from  maintaining  farm  me  7* 
"safety  net"  to  protect  producers  from  disastt 
the  event  of  substantial,  sharp,  short-term  matK.* 
21).  According  to  the  PPSSCC,  current  farm  leji 
intended  to  maintain  farmers'  income  at  a  modes*  j 
level,  well  above  subsistence.  The  PPSSCC  als(T 
efforts  to  support  crop  prices  may  have  provided  ^ 
that  has  encouraged  foreign  competitors  to  increa; 
output  and  capture  a  greater  share  of  world  agric 
The  PPSSCC,  therefore,  believed  that  an  opportuni* 
reduce  federal  farm  subsidies  while  maintaining  ar 
supplies  at  reasonable  prices.  While  suggesting  .= 
eliminating  target  prices  and  reducing  farm  price- 
which,  it  said,  would  require  congressional  appro\ 
recommended  further  study  of  the  entire  issue  of  r 
Department  of  Agriculture's  farm  programs.  We  be] 
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The  PPSSCC  estimated  that  $13  billion  {not  included  in  its 
savings  estimate  total)  in  anticipated  outlays  under  existing 
programs  could  be  saved  by  restructuring  federal  farm  programs. 

We  agree  that  budget  outlays  would  be  reduced  if  the  suggested 
actions  were  implemented  but  the  savings  amount  would  depend  on  a 
number  of  unpredictable  variables,  such  as  crop  yield  estimates, 
weather,  and  domestic  and  worldwide  demand.  These  variables  would 
influence  crop  prices  and  the  resulting  federal  outlays  that  would 
be  needed  to  provide  farmers  a  base  level  of  support. 

Reducing  commodity  inventories 
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and  donates  to  the  other  agencies  for  use  by  schools,  veterans' 
hospitals,  and  others  (AG  22).  The  PPSSCC  recognized  that  the 
cost  of  the  commodities  would  merely  be  shifted  from  the 
Corporation  to  the  other  agencies  but  assumed  that  when  the  true 
cost  of  donations  is  known,  the  Congress  will  reduce  donations  in 
half.  We  believe  the  recommendation  would  improve  accountability 
but  that  it  would  not  result  in  savings  unless  it  spurred  action 
to  reduce  purchases  of  surplus  products.  According  to  Agriculture 
officials,  however.  Agriculture  and  0MB  plan  no  action  on  the 
PPSSCC  recommendation  because,  in  their  opinion,  it  is 
"legislatively  infeasible." 

ENERGY 


We  provided  comments  on  16  PPSSCC  energy-related  issues, 
totaling  $28.5  billion  in  PPSSCC-estimated  savings.  The  bulk  of 
these  savings  estimates,  $26.5  billion,  relate  to  the  generation 
of  additional  revenue  by  either  improving  the  management  opera¬ 
tions  and  pricing  policies  of  the  Power  Marketing  Administrations 
(PMAs)  or  selling  their  power  generation  and  transmission  facili¬ 
ties  to  private  sources.  The  remaining  issues  suggest  additional 
savings  or  management  improvements  at  the  Tennessee  Valley  Author¬ 
ity,  Nuclear  Regulatory  Commission,  and  Department  of  Energy. 

Of  the  16  issues,  we  believe  that  14,  representing  practi¬ 
cally  all  of  the  estimated  savings,  have  overall  merit.  As  shown 
in  the  following  two  examples,  however,  most  of  the  PPSSCC- 
estimated  savings  may  ^either  be  difficult  to  achieve  or  were 
realized  prior  to  the  issuance  of  the  PPSSCC ' s  report.  In  the 
first  example,  legislation  on  politically  sensitive  issues  would 
be  required  to  obtain  much  of  the  $26.5  billion  in  PPSSCC-estima¬ 
ted  savings  from  PMA-related  recommendations.  In  the  second 
example  regarding  the  Strategic  Petroleum  Reserve  (SPR),  some  of 
the  recommended  actions  had  already  been  taken  by  the  Department 
of  Energy  prior  to  the  PPSSCC 's  report. 

Power  Marketing  Administrations 

The  PPSSCC  recommended  either  selling  the  PMAs'  facilities  or 
adjusting  the  PMAs'  user  fees,  ratemaking  process,  and  pricing 
structure.  In  total,  the  PPSSCC  estimated  savings  for  these 
activities  at  about  $26.5  billion. 

The  largest  portion  of  the  PPSSCC  savings  ($18.5  billion) 
would  come  from  selling  the  PMAs'  facilities  (PRIV  2).  We  believe 
that  a  decision  to  implement  this  recommendation  would  be 
premature  before  several  questions  are  addressed.  For  example, 
these  facilities,  besides  producing  electricity,  are  operated  for 
such  purposes  as  irrigation,  navigation,  flood  control,  and  fish 
and  wildlife  protection.  Detailed  negotiations  and  comprehensive 
contracts  would  be  needed  to  ensure  that  these  interests  are  ade¬ 
quately  protected.  Additionally,  to  sell  the  PMAs,  the  adminis¬ 
tration  would  have  to  seek  legislative  authority,  find  qualified 


buyers,  and  overcome  resistance  from  public  bodies  and  electric 
cooperatives  who  stand  to  lose  their  preference  rights  to  purchase 
the  relatively  inexpensive  power,  which  is  provided  for  by  current 
law. 

The  PPSSCC  also  recommended  that  PMAs  (1)  increase 
electricity  rates  sufficiently  to  provide  for  a  fixed  annual  re¬ 
payment  of  the  federal  investment  that  would  raise  about  $1.3 
billion  and  (2)  impose  a  user  fee  to  provide  $3.2  billion  in 
additional  revenue  (profit)  to  the  U.S.  Treasury  (USER  5).  We 
agree  that  the  electricity  rates  should  be  increased  to 
sufficiently  cover  all  the  PMAs'  costs.  However,  the  current 
legislative  mandate  of  the  PMAs  is  to  recover  costs  and  not  make  a 
profit.  We  question  whether  a  revenue-generating  fee  should  be 
established  until  a  study  is  performed  to  assess  the  impact  and 
need  for  such  a  change  in  the  pricing  structure. 

In  this  regard,  the  PPSSCC  recommended  repealing 
appropriations  legislation  which  prohibits  PMAs  from  using  funds 
to  study  the  potential  for  changing  their  electricity  pricing 
structures  to  reflect  "market"  prices  (CONG  3-2).  As  required  by 
law,  PMAs  currently  set  rates  to  recover  their  operating  costs. 

We  believe  that  such  a  study  appears  reasonable  and  could  address 
the  costs  and  benefits  of  revising  PMAs'  current  method  of 
establishing  electricity  rates  and  provide  options  for  the 
Congress  to  evaluate.  In  order  to  change  PMAs'  electricity 
pricing  structure  for  achieving  the  PPSSCC's  $785  million  savings 
estimate,  the  Congress  and  the  executive  branch  would  need  to 
change  tlieir  long  standing  policy  and  regulatory  decisions  that 
have  supported  PMA's  current  method  of  setting  electricity  rates. 

Improving  Strategic  Petroleum  Reserve  operations 

Beginning  in  1976,  the  government  began  implementing  a  plan 
to  store  oil  for  use  in  the  event  of  an  oil  emergency.  To  date, 
about  450  million  barrels  of  oil  have  been  stored  in  underground 
salt  caverns,  each  qenerally  holdinq  about  10  million  barrels  of 
oil,  at  five  different  locations  in  Louisiana  and  Texas.  The 
Department  of  Energy,  which  is  responsible  for  the  program,  is 
currently  developing  additional  storage  space  to  eventually  store 
750  million  barrels  and  is  filling  the  SPR  at  about  159,000 
barrels  per  day  during  fiscal  year  1985. 

The  PPSSCC  identified  almost  $1.3  billion  in  savings  from 
operating  the  SPR  more  cost-effectively  (ENERGY  7).  Almost  all  of 
the  savings  would  come  from  (1)  reducino  the  SPR  fill  rate  from 
300,000  to  220,000  barrels  per  day  and  consequently  avoiding  costs 
associated  with  short-term  leasing  of  private  facilities  to  store 
the  oil  prior  to  putting  it  in  salt  caverns  ($923  million),  (2) 
deferring  installation  of  oil  measurement  meters  on  individual  SPR 
storage  caverns  ($124  million),  and  (3)  exempting  the  SPR  oil 
shipments  from  Cargo  Preference  Act  requirements  ($213  million). 


While  we  qenerally  agree  with  the  PPSSCC  that  improvements  in 
SPR  operations  are  possible,  most  of  the  savings  estimates  had 
been  achieved  by  the  Department  of  Energy  prior  to  issuance  of  the 
PPSSCC 's  report.  For  example,  the  administration  and  the  Congress 
had  already  reached  agreement  on  the  fiscal  year  1984  and  1985  SPR 
oil  fill  rates  that  were  below  the  220,000  barrels-per-day  rate 
recoinmended  by  the  PPSSCC.  Also,  the  Department  of  Energy  never 
requested,  and  the  Congress  never  appropriated,  funds  for  the  oil 
measurement  meters.  In  addition,  to  realize  the  PPSSCC s 
estimated  savings  by  exempting  SPR  oil  shipments  from  the  Cargo 
Preference  Act  (which  requires  that  at  least  one-half  of  all  SPR 
oil  shipments  be  carried  by  U.S.  flag  tankers) ,  the  Congress  would 
have  to  reverse  its  longstanding  support  for  the  act.  The  PPSSCC 
study  did  not  determine  what  effect  exempting  SPR  shipments  would 
have  on  the  national  security  need  for  a  U.S.  merchant  fleet. 

ENVIRONMENTAL  PROTECTION 

We  analyzed  and  provided  comments  on  15  PPSSCC  issues  rela¬ 
ting  primarily  to  programs  and  activities  at  the  Environmental 
Protection  Agency  (EPA).  These  issues  represent  about  $851  mil¬ 
lion  in  PPSSCC-estimated  savings  and  deal  primarily  with  opportun¬ 
ities  to  either  improve  EPA's  program  management  or  transfer  cur¬ 
rent  EPA  program  responsibilities  to  the  states  and/or  private 
sector.  In  total,  we  agree  that  11  of  the  15  issues,  representing 
$647  million  in  PPSSCC-estimated  savings,  have  overall  merit, 
although  we  often  question,  or  take  no  position,  on  the  savings 
estimate  and  believe  that  many  of  the  recommendations  may  be 
difficult  to  implement.  We  disagree  with  the  merits  of  the 
remaining  four  issues,  representing  $204  million  in  PPSSCC  savings 
estimates.  The  following  examples  describe  the  PPSSCC 's  recommen¬ 
dation  to  delegate  environmental  programs  to  the  states  and 
consolidate  EPA  facilities  and  activities. 

Delegating  programs  to  states 

The  PPSSCC  estimated  that  $64  million  could  be  saved  by  dele¬ 
gating  certain  environmental  programs  to  the  states,  leaving  EPA 
with  primarily  an  oversight  role.  In  one  issue  for  example,  the 
PPSSCC  suggested  that  EPA  accelerate  the  delegation  of 
environmental  proqrams — primarily  EPA's  oversight  of  the  water 
pri'iq r am-- 1 o  the  states  (EPA  2).  Once  this  occurs,  the  PPSSCC 
1  1 vi=>ri  that  EPA’s  oversight  of  the  water  pollution  control 
tir  ra™;',  could  be  significantly  reduced,  potentially  eliminating 
ilH  till -time  employees. 


aqree  with  the  merits  of  this  issue  and  point  out  that 
EPA's  delegation  actions  in  three  national  air  pollution  control 
proqrams  have  already  resulted  in  state  and  local  government 
agencies  assuming  from  65  to  96  percent  of  the  operational  respon¬ 
sibilities  for  these  proqrams.  We  caution,  however,  that  some 
state  agencies  (based  on  our  preliminary  work  in  the  air  pollution 


area)  do  not  have  the  technical  capabilities  at  this  time  to 
administer  national  environmental  programs.  Thus,  it  may  not  be 
possible  for  EPA  to  fully  realize  the  magnitude  of  the  savings 
the  PPSSCC  envisioned. 

Consolidating  facilities  and  activities 


For  the  most  part,  we  agree  with  the  issues  which  pertain  to 
consolidating  facilities  and  activities  to  improve  EPA's 
efficiency  (EPA  4,  6,  7  and  8). 

We  agree,  for  example,  with  the  PPSSCC s  recommendation  to 
use  class  permits  for  certain  hazardous  waste  treatment  or  storar;e 
facilities  (EPA  4).  Currently,  each  treatment  or  storage  facility 
must  submit  a  detailed  permit  application.  EPA  or  an 
EPA-authorized  state  then  must  review  the  application  and,  if 
appropriate,  develop  a  permit.  In  commenting  on  this 
recommendation,  EPA  said  that  using  class  permits  for  certain 
low-risk  facilities,  such  as  above-ground  storage  tanks,  would 
consolidate  the  application  process  and  result  in  reduced 
paperwork  because  a  standardized  application  form  could  be  used. 
The  standardized  form  would  require  less  facility-specific 
information  and  would  also  entail  a  streamlined  EPA  or  state 
review  process.  The  PPSSCC s  estimate  that  such  class  permits 
would  save  $48.7  million  appears  to  be  reasonable  and  achievable. 

Further,  we  agree  that  closing  and  consolidating  some  under¬ 
used  regional  laboratories  could  make  more  effective  use  of 
personnel  and  equipment  (EPA  6  and  8).  Although  we  have  no  basis 
to  judge  the  reasonableness  of  the  savings  estimate  and  have  not 
done  any  work  to  determine  which  laboratories  should  be  closed, 
the  PPSSCC  estimated  that  closing  or  consolidating  eight  labora¬ 
tories  would  result  in  savings  of  $27.8  million.  EPA,  however, 
does  not  plan  to  carry  out  these  consolidations,  concluding  that 
"decisions  to  close  or  consolidate  laboratories  have  been  politi¬ 
cally  difficult  and  will  likely  remain  so." 

We  question  the  PPSSCC's  recommendations  to  consolidate  EPA's 
grant  programs  into  a  block  grant  program  and  reduce  the  federal 
funding  level  for  state  program  grants  to  25  percent  of  the  total 
project  costs  (EPA  3).  These  actions  could  have  a  detrimental 
effect  on  EPA's  overall  environmental  goals  and  mandates.  Under  a 
block  grant:,  for  example,  some  air  and  water  programs  could  be 
penalized  if  the  states  decided  to  use  their  grant  funds  primarily 
for  other  environmental  programs  such  as  hazardous  waste.  In 
addition,  if  federal  funding  levels  for  state  program  grants  are 
reduced  to  25  percent  of  the  total  project  costs  (as  compared  with 
the  current  45  to  50  percent),  EPA  may  find  that  some  states  are 
unable  to  maintain  their  environmental  programs.  Thus,  these 
states  may  have  no  choice  but  to  return  the  programs  to  EPA,  which 
is  their  option  under  current  environmental  regulations. 


■_v' /  V* 
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HOUSING 


We  commented  on  seven  PPSSCC  housing-related  issues  totaling 
$508  million  in  PPSSCC-est imated  savings.  Our  analysis  shows  that 
all  seven  issues  generally  have  merit,  but  in  many  instances  the 
cost  savings  appeared  to  be  overstated.  These  issues  deal  primar¬ 
ily  with  recommendations  to  improve  management  policies,  proce¬ 
dures,  and  practices  at  the  Department  of  Housing  and  Urban  Devel¬ 
opment  (HUD).  The  PPSSCC  believes  most  of  its  recommendations  can 
be  implemented  within  existing  administrative  authority.  The 
following  examples  describe  our  views  on  the  PPSSCC  recommenda¬ 
tions  to  improve  the  overall  organization  and  administrative 
functions  of  HUD  and  to  sell  HUD-owned  mortgages  to  the  Federal 
Financing  Bank  (FFB). 

Improving  HUD  organization  and  administration 

The  PPSSCC  estimated  that  HUD  could  save  $69.6  million  by 
eliminating  overlap,  duplication,  and  unnecessary  management 
layering  and  by  implementing  a  more  effective  organizational 
structure  (HUD  2).  Key  recommendations  were  that  HUD  (1)  review 
all  major  organizational  units  to  identify  and  eliminate  duplica¬ 
tion  and  overlap  of  administrative  efforts,  (2)  hold  agency 
managers  accountable  for  proper  organizational  management,  and 
(3)  proceed  with  its  proposed  field  reorganization  plan.  We  agree 
that  this  issue  has  merit,  and  in  a  1984  report.  Increasing  the 
Department  of  Housing  and  Urban  Development's  Effectiveness 
Through  Improved  Management  (GAO/RCED-84-9 ,  Jan.  1 0 ,  1984 ) , 
made  a  number  of  related  recommendations  regarding  organizational 
matters.  These  recommendations  included  the  need  to  determine  and 
allocate  work  force  requirements,  to  assess  productivity,  and  to 
consider  various  alternatives  for  enhancing  managerial 
accountability.  Although  these  changes  can  be  implemented  under 
existing  HUD  authority,  informal  restrictions  by  the  Congress 
require  the  Secretary  of  HUD  to  clear  major  reorganizations  with 
the  House  and  Senate  Appropriation  Committees  and  perform  a 
cost-benefit  analysis  if  the  reorganization  involves  a  field 
office . 

Although  we  did  not  conduct  a  detailed  analysis  of  the 
PPSSCC 's  estimated  savings,  the  approach  and  methodology  used  to 
develop  the  estimated  savings  appear  reasonable.  HUD,  however, 
believes  the  savings  are  overstated  by  about  $15  million  because, 
according  to  HUD,  the  PPSSCC  overestimated  staff  and  space 
savings . 

Selling  HUD-owned  mortgages 
to  the  Federal  Financing  Bank 


Controversy  exists  over  whether  HUD  and  the  Government 
National  Mortgage  Association  (GNMA)  should  hold  their  acquired 
mortgages  or  sell  them  to  the  private  market.  While  sales  to  the 


private  market  have  been  undertaken  to  increase  revenues  and  thus 
offset  budget  costs,  HUD  personnel  have  raised  concerns  that  such 
sales  create  the  possibility  of  undue  enrichment  for  purchasers 
and  are  extremely  costly  to  the  government  (i.e.,  most  sales  to 
the  private  market  are  made  at  huge  discounts).  The  PPSSCC 
believes  that  the  FFB  could  be  substituted  for  the  private  market 
(HUD  6),  thereby  accomplishing  the  administration's  budgetary 
goals  while  retaining  the  mortgages  for  the  government's  long-term 
benefit,  curbing  potential  abuses  arising  from  sales  to  the  pri¬ 
vate  market,  and  possibly  capturing  significant  profits  from  the 
difference  between  the  government's  cost  of  capital  and  the  yield 
on  GNMA  and  HUD  mortgages. 

We  agree  that  if  the  choice  is  between  the  sale  of  mortgages 
to  the  private  sector  or  to  FFB,  then  FFB  is  preferable.  The 
Treasury  can  borrow  funds  and  relend  them  to  FFB  to  finance  a 
mortgage  portfolio  at  less  cost  than  HUD  and  GNMA  can  raise  funds 
through  the  sales  of  mortgages  in  the  private  market.  In  terms  of 
current  budgetary  accounting,  HUD  and  GNMA  could  continue  to  meet 
their  budgetary  goals  by  selling  to  the  off-budget  FFB  just  as  if 
they  were  selling  to  the  private  market.  On  several  occasions, 
however,  we  have  recommended  against  continuing  the  off-budget 
status  of  the  FFB  because  it  leads  to  understating  the  budget 
totals  (see  discussion  on  p.  14). 


Budgetary  considerations  aside,  we  believe  that  the  same 
objectives  could  be  realized  whether  HUD  and  GNMA  sell  the 
mortgages  to  FFB  or  hold  them  themselves.  In  either  case,  the 
Treasury  would  provide  the  financing,  the  assets  would  be  held  by 
the  government,  and  the  overall  federal  deficit  would  remain  the 
same . 

We  believe  that  the  approach  and  methodology  the  PPSSCC  used 
to  estimate  its  savings  are  reasonable.  However,  it  appears  that 
the  PPSSCC  overestimated  HUD  and  GNMA  loan  sales  in  developing  its 
savings  estimate.  On  the  basis  of  actual  and  projected  loan 
sales,  we  estimated  that  the  revenues  would  be  $73  million,  rather 
than  the  $109.2  million  the  PPSSCC  estimated. 

INTERIOR 

We  focused  on  11  PPSSCC  issues  relating  to  the  Department  of 
the  Interior,  representing  $4.7  billion  in  PPSSCC-estimated  sav¬ 
ings  or  increased  revenue.  These  issues  included  actions  such  as 
selling  unneeded  public  lands,  improving  land  management  activi¬ 
ties,  and  integrating  certain  required  environmental  reviews  with 
the  Environmental  Impact  Statement  process  under  the  National 
Environmental  Policy  Act. 

We  agree,  in  principle,  with  the  merits  of  8  of  the  11 
interior-related  issues,  representing  $1.6  billion  in  estimated 
savings.  We  disagree  with  the  remaining  three  issues,  totaling 
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$3.1  billion  in  estimated  savings.  The  following  are  examples  of 
the  PPSSCC  issues  relating  to  the  sale  of  unneeded  public  lands 
and  improved  land  management,  including  a  PPSSCC  recommendation 
that  the  Minerals  Management  Service  become  an  off-budget, 
independently  funded  entity. 

Selling  unneeded  public  lands 

The  PPSSCC  estimates  that  $900  million  in  net  revenues  can  be 
achieved  from  the  sale  of  excess  public  lands — about  0.5  percent 
of  all  public  domain  lands.  This  new  revenue  would  reduce  debt 
service  costs  by  $146  million.  The  PPSSCC  recommended  that  cur¬ 
rent  laws  be  changed  so  that  land  sales  revenues  could  be  placed 
in  the  Treasury's  general  fund,  rather  than  special-purpose  funds 
for  federal  land  purchases  and  other  purposes.  According  to  the 
PPSSCC,  this  legislation  is  needed  to  permit  such  increased 
revenues  to  be  used  to  reduce  the  government's  debt. 

We  generally  agree  that  the  federal  government  could  be  doing 
a  better  job  of  selling  unneeded  public  lands.  However,  changing 
existing  law  to  place  the  revenues  in  the  general  fund  instead  of 
the  land  acquisition  funds  of  the  Interior  Department  (as  the 
PPSSCC  suggests)  would  do  little  to  reduce  the  federal  debt.  For 
example,  without  land  acquisition  funds,  the  Department  of  the 
Interior  would  have  to  seek  congressional  appropriations  from 
other  sources  for  future  land  purchases.  Thus,  there  would  con¬ 
tinue  to  be  some  offset  of  the  benefit  received  from  the  land 
sales,  even  if  the  sales  revenues  were  transferred  to  the  general 
fund.  Further,  in  light  of  continuing  federal  budget  deficits,  it 
is  unlikely  that  sales  of  unneeded  public  lands  would  make  a 
significant  dent  in  the  national  debt.  Although  we  did  not  esti¬ 
mate  the  revenue  that  would  result  from  a  large-scale  Bureau  of 
Land  Management  (BLM)  land  sale  program,  enough  information  is 
available  to  cast  doubt  on  the  PPSSCC s  $900  million  estimate. 

For  example,  the  PPSSCC  noted  that  its  estimate  was  based  on 
highly  speculative  assumptions  about  the  acreage  that  BLM  would 
sell;  the  land's  market  value;  and  buyer  demand  for  BLM  land,  most 
of  which  is  remote  desert  without  roads,  utilities,  or  water. 

Improving  minerals  management 

The  PPSSCC  estimated  that  $410.4  million  could  be  saved  by 
improving  the  management  of  the  Minerals  Management  Service  (LAND 
1).  The  PPSSCC  also  assumed  that  $1.5  billion  could  be  saved  by 
making  the  Minerals  Management  Service  an  off-budget,  indepen¬ 
dently  funded  entity  and  eliminating  congressional  oversight. 
However,  this  $1.5  billion  was  not  included  in  the  PPSSCC's  final 
estimate  of  savings  because  it  was  based  on  subjective  revenue 
estimates  by  the  Department  of  the  Interior. 


We  support  the  PPSSCC's  recommendations  aimed  at  improving 
the  management  of  the  Minerals  Management  Service,  particularly 


those  relating  to  the  continued  analysis  and  use  of  alternative 
bidding  systems  in  leasing  offshore  lands.  These  alternative 
systems  are  designed  to  reduce  the  amount  of  up-front  money 
required  from  companies  to  obtain  an  offshore  lease,  in  return  for 
a  greater  share  of  the  revenues  to  the  government  from  any  follow- 
on  production. 

We  do  not  believe,  however,  that  the  Minerals  Management 
Service  should  be  made  an  off-budget  entity.  We  have  consistent¬ 
ly  taken  the  position  that  the  public  interest  is  best  served  when 
congressional  control  over  federal  agencies  is  exercised  through 
the  annual  appropriation  process.  We  note,  however,  that  the 
Congress,  in  exercising  its  oversight  responsibilities,  would 
still  have  the  opportunity  to  assure  that  offshore  exploration 
meets  congressional  goals  even  if  the  Minerals  Management  Service 
became  an  off-budget  agency.  This  oversight  is  provided  for  by 
the  1953  Outer  Continental  Shelf  Lands  Act  and  the  1978  amendments 
to  the  act. 

TRANSPORTATION 

We  analyzed  and  commented  on  nine  transportation-related 
issues  representing  about  $3.2  billion  in  PPSSCC-est imated  cost 
savings.  With  two  exceptions — totaling  about  $121  million  in 
estimated  savings — we  believe  that  these  issues  have  overall 
merit,  although  we  generally  lacked  sufficient  information  to 
assess  the  associated  cost  savings.  These  issues  relate  primarily 
to  streamlining  the  management  operations  of  various  DOT  agencies, 
including  suggestions  to  close  existing  facilities,  make  current 
operations  more  efficient,  and  prevent  overlap  or  duplication  of 
activities.  The  following  examples  describe  the  PPSSCC's  recom¬ 
mendations  to  set  priorities  among  certain  Coast  Guard  activities 
and  to  consolidate  certain  federal  highway  programs. 

Privatizing  selected  Coast  Guard  services 

The  PPSSCC  recommended  privatizing  certain  Coast  Guard  activ¬ 
ities,  including  non-life  threatening  search  and  rescue  opera¬ 
tions,  short-range  aids  to  navigation,  and  commercial  vessel 
safety  programs  (PRIV  8).  The  PPSSCC  estimated  that  privatizing 
these  services  would  produce  savings  of  $1.3  billion.  The  Coast 
Guard,  under  existing  authority,  can  contract  with  the  private 
sector  to  perform  these  types  of  functions  on  behalf  of  the  Coast 
Guard . 

We  believe  that  using  private-sector  assistance  for  certain 
Coast  Guard  services  could  permit  direct  savings  through  cost 
avoidance  and  a  redistribution  of  existing  Coast  Guard  resources. 
For  this  reason,  we  recommended  in  1980  (The  Coast  Guard — Limited 
Resources  Curtail  Ability  to  Meet  Responsibilities  (GAO/RCED- 
80-76,  Apr.  3,  1980))  that  the  Coast  Guard  consider  private-sector 
performance  for  certain  aspects  of  some  of  its  programs.  While  we 


agree  that  privatizing  certain  Coast  Guard  functions  could  result 
in  savings,  we  do  not  have  enough  information  to  determine  if  the 
PPSSCC  savings  estimates  are  valid. 

Consolidating  federal  highway  programs 

The  PPSSCC  estimated  that  $983.1  million  can  be  saved  if  DOT 
used  better  resource  allocation  techniques  (TRANS  6).  According 
to  the  PPSSCC,  the  savings  would  be  achieved  by  consolidating 
highway  programs  and  allowing  the  states  to  determine  which  pro¬ 
grams  to  fund.  The  PPSSCC  believed  this  would  lead  to  the  states 
eliminating  funding  for  many  highway  programs.  While  we  have  not 
specifically  evaluated  consolidating  highway  programs,  we  have 
been  in  favor  of  consolidating  closely  related  programs  within  a 
functional  area  to  improve  administration  efficiency  and  reduce 
the  potential  for  duplication  in  other  programs.  However,  we  have 
no  basis  for  an  opinion  on  this  particular  savings  estimate  be¬ 
cause  the  PPSSCC  does  not  explain  why  the  states  would  choose  to 
eliminate  funding  for  certain  highway  programs. 


The  PPSSCC  issues  dealing  with  commerce  and  banking  range 
from  streamlining  the  banking  industry  regulatory  structure  to 
transferring  certain  of  the  Small  Business  Administration's 
(SBA's)  loan  responsibilities  to  the  private  sector  and  reforming 
certain  U.S.  Postal  Service  administrative  operations.  These 
issues  could  affect  the  regulation  of  financial  institutions,  the 
level  of  mail  service  given  to  postal  patrons,  and  the  amount  of 
credit  available  to  small  business  persons. 


As  the  table  below  shows,  we  agree  with  the  merits  of  52 
issues,  disagree  with  the  merits  of  10,  and  have  no  position  on 
the  merits  of  the  9  remaining  issues. 


Summary  of  GAO  Positions 
on  PPSSCC  Commerce  and  Banking  Issues 


Number 

Percent 

Number  of  issues 
requiring 

congressional  action 

Agree  with  merits 

52 

73 

16 

Disagree  with  merits 

10 

14 

7 

No  position  on  merits 

9 

13 

6 

■' 

Total 

71 

100 

29 

Although  we  generally  agree  with  the  merits  of  most  of  the  issues, 
we  do  not  agree  with  many  of  the  PPSSCC's  savings  estimates,  which 
total  about  $4.5  billion. 


BANKING 


We  analyzed  11  PPSSCC  issues  aimed  at  improving  the  function¬ 
ing  of  the  bank  regulatory  agencies  or  banking-related  matters. 

We  generally  agree  with  three  of  the  issues,  disagree  with  two, 
and  have  taken  no  position  on  the  remaining  six.  Of  the  11 
issues,  we  believe  that  2  could  be  accomplished  by  executive 
action  and  9  would  require  congressional  action  to  fully 
implement . 


Among  the  most  significant  PPSSCC  issues  in  this  area  were 
those  that  would  require  congressional  action  to  eliminate  or 
consolidate  bank  regulatory  agency  functions  to  reduce  adminis¬ 
trative  and/or  e-xamination  costs  (BANK  27  and  29).  The  PPSSCC 
recommends  transferring  the  Federal  Reserve  System's  examination 
function  to  the  Office  of  the  Comptroller  of  the  Currency  (BANK 
29),  While  we  have  previously  supported  streamlining  the  bank 
supervision  process,  we  have  not  taken  a  position  on  the  specifics 
of  the  PPSSCC's  recommendations  in  this  regard. 


Numerous  studies  and  recommendations  have  been  made  concern¬ 
ing  the  structure  of  the  bank  regulatory  agencies.  Arguments  for 
consolidation  center  on  concerns  over  how  responsibility  should  be 
divided  in  such  areas  as  supervision  of  failing  banks  by  more  than 
one  agency  and  supervision  of  bank  holding  companies.  Arguments 
against  consolidation  center  on  concerns  about  excessive  central¬ 
ization  of  power  in  one  agency.  We  do  not  believe  that  the  PPSSCC 
has  clearly  demonstrated  that  consolidation  would  result  in  signi¬ 
ficant  savings  or  provide  for  more  effective  supervision  of 
depository  institutions.  Furthermore,  any  savings  realized  from 
such  consolidation  would  accrue  to  the  industry  and  would  not 
reduce  taxpayer  funding  of  government  operations,  since  the 
regulatory  agencies  are  funded  by  the  institutions  they  regulate. 

Moreover,  the  regulatory  structure  should  be  appropriate  for 
the  industry  that  is  being  regulated.  The  PPSSCC  mentions,  but 
does  not  analyze,  the  many  changes  taking  place  in  the  financial 
services  industry.  The  Congress  is  now  debating  these  changes, 
which  include  allowing  previously  segregated  lines  of  business, 
such  as  deposit-taking  and  securities  underwriting,  to  be  conduct¬ 
ed  by  the  same  business  organizations.  Such  changes  may,  of 
necessity,  affect  the  regulatory  structure.  We  believe  it  is  not 
advisable  to  undergo  a  major  reorganization  until  the  broader 
issues  have  been  resolved  to  the  point  where  it  is  known  how  the 
regulatory  structure  may  be  influenced  by  them. 

We  agree  with  the  PPSSCC  that  the  financial  institutions' 
examination  processes  should  be  made  more  efficient.  The  PPSSCC 
cites  possible  improvements,  such  as  more  reliance  on  state 
examinations,  modifications  of  the  examination  process,  and 
improved  training,  as  potential  enhancements  (BANK  28).  We  and 
the  regulators  have  supported  these  concepts  for  several  years. 

We  disagree  with  the  PPSSCC's  assessment  that  the  Federal 
Financial  Institutions  Examination  Council,  an  interagency  body 
intended  to  better  coordinate  the  process,  need  not  continue 
operating  (BANK  30).  Unless  the  Congress  decides  to  consolidate 
the  federal  regulatory  agencies,  we  believe  that  some  form  of 
structured  coordination  is  needed  for  the  agencies  to  deal  with 
common  problems  and  promote  uniform  supervision. 

Two  of  the  PPSSCC's  issues  involve  levying  charges  in  an 
attempt  to  put  a  price  on  the  value  of  the  agency  status  enjoyed 
by  the  Federal  Home  Loan  Bank  Board  (BANK  19)  and  Farm  Credit 
System  (BANK  39).  By  virtue  of  having  agency  status,  these 
entities  are  able  to  borrow  funds  at  lower  rates  than  would  exist 
in  the  absence  of  such  status.  They,  in  turn,  are  able  to  pass 
the  savings  along  to  users  of  the  system,  in  this  case,  housing 
and  agricultural  borrowers. 

We  believe  that  the  proposals  to  charge  the  Farm  Credit 
System  a  user  fee  for  agency  status  and  to  require  the  System  to 
invest  only  in  U.S.  government  securities  are  questionable  as  long 
as  the  System  has  the  responsibility  to  provide  a  flexible  flow  of 
credit  to  the  nation's  agriculture  sector.  While  the  agency 


status  of  the  System  results  in  lower  borrowing  costs,  the  subsidy 
conveyed  to  farmers  and  fishermen  was  intended  by  the  Congress  as 
a  means  of  promoting  investment  in  these  particular  activities. 

On  the  other  hand,  we  have  no  position  on  the  PPSSCC ' s 
recommendation  to  have  the  Treasury  charge  the  Bank  Board  a  user 
fee  for  use  of  agency  status.  It  has  long  been  federal  policy  to 
promote  investment  in  the  housing  sector  through  various  subsi¬ 
dies.  The  diversion  of  thrift  industry  activities  away  from 
housing  finance  would  tend  t_»  argue  for  eliminating  the  Bank 
Board's  agency  status.  However,  this  movement  is  a  very  recent 
phenomenon  whose  outcome  is  uncertain.  Furthermore,  the  current 
condition  of  the  thrift  industry  is  sufficiently  precarious  to 
make  questionable  any  congressional  action  that  would  further 
weaken  its  condition. 

Finally,  the  PPSSCC  proposed  that  the  Treasury  monitor  use  of 
government  banking  and  account  management  in  order  to  manage 
interest  on  funds  more  aggressively  (ASSET  7).  Through  its  sug¬ 
gested  procedures,  the  PPSSCC  asserted  that  savings  would  accrue 
by  accelerating  the  government's  cash  receipts,  thereby  reducing 
interest  costs  because  levels  of  borrowing  would  be  reduced.  One 
recommendation  would  eliminate  placing  the  Treasury's  cash  bal¬ 
ances  in  noninterest-bearing  accounts  in  exchange  for  banking 
services  and,  instead,  place  such  funds  in  interest-bearing 
accounts  with  payment  for  banking  services  on  a  fee  basis.  While 
we  believe  this  issue  has  merit,  executive  action  to  implement  It 
should  only  be  taken  after  the  Treasury  acts  to  ensure  that  the 
government's  banking  operations  would  not  be  unduly  disrupted. 

POSTAL  SERVICE 

We  analyzed  31  PPSSCC  issues  affecting  the  U.S.  Postal 
Service.  These  issues  concerned  potential  improvements  in  the  way 
the  Service  finances  its  operations,  processes  and  delivers  mail, 
procures  real  property  and  equipment,  and  deals  with  its  workforce 
and  customers.  The  PPSSCC  quantified  savings  for  19  of  the  31 
issues.  Of  the  19  issues,  some  would  not  produce  net  savings  to 
the  federal  government,  others  call  for  action  that  would  be 
difficult  to  take,  and  still  others  call  for  increased  emphasis  on 
actions  currently  being  taken  by  the  Service.  We  believe  27  of 
the  31  issues  we  analyzed  have  merit,  and  we  disagree  with  the 
merits  of  the  4  remaining  issues.  Of  the  31  issues,  we  believe 
that  24  could  be  accomplished  by  executive  action  and  7  would 
require  congressional  action  to  fully  implement. 

We  question  the  PPSSCC ' s  assumption  that  savings  associated 
with  several  issues  could  be  translated  easily  into  reductions  in 
the  federal  deficit.  These  issues  concern  Service  investments 
{BUS-USPS  2),  interest  income  (BUS-USPS  3),  and  check  processing 
or  disbursement  costs  (BUS-USPS  5).  For  these  issues,  the  actions 
the  PPSSCC  proposed  would  increase  the  Treasury's  cost  of  financ¬ 
ing  the  government's  operations.  For  example,  the  PPSSCC  recom¬ 
mended  that  the  Service  acquire  authority  to  invest  in  commercial 
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securities  (BUS-USPS  2).  The  Service  must  invest  in  Treasury 
securities  unless  the  Treasury  agrees  otherwise  or  the  law 
changes.  If  the  Service  would  invest  in  commercial  securities, 
the  cash  invested  would  not  be  available  to  the  Treasury  (via 
Treasury  securities).  As  a  result,  the  Treasury  would  need  to 
increase  its  borrowing  from  the  private  capital  markets,  which 
would  increase  its  interest  costs. 

The  PPSSCC  recognized  that  the  Treasury's  costs  would 
increase  and  offered  a  remedy.  It  believed  the  Congress  should 
reduce  the  Service's  operating  appropriation  by  the  amount  of  the 
expenditure  savings  or  additional  income  realized  from  the  recom¬ 
mendation.  Otherwise,  the  savings  would  accrue  to  future  postal 
patrons  in  the  form  of  lower  mailing  charges  and  not  to  the 
government  as  a  whole  in  the  form  of  lower  total  expenditures. 
(BUS-USPS  2,  3,  and  5  each  include  the  same  belief.)  Until 
recently,  the  Service  received  two  appropriations  annually,  one  to 
help  provide  service  everywhere  in  the  nation  and  the  other  to 
subsidize  certain  preferred  mail  categories.  Since  fiscal  year 
1983,  the  Service  has  received  only  the  latter  appropriation. 
Reducing  it  may,  therefore,  have  the  affect  of  forcing  up  rates 
for  the  categories  of  users  that  the  Congress  intended  to 
subsidize. 

The  actions  the  PPSSCC  proposed  for  several  other  issues 
would  be  difficult  to  fully  accomplish  because  the  Congress,  the 
Service,  or  both  oppose  the  actions.  The  issues  are  concerned 
with  increasing  centralized  mail  delivery  (BUS-USPS  13),  replacing 
post  offices  with  alternative  services  (BUS-USPS  17),  reducing 
mail  delivery  days  (BUS-USPS  18),  and  increasing  the  number  of 
contract  postal  stations  (BUS-USPS  36).  The  Congress  has  opposed 
implementation  of  the  central  delivery  program  to  older  delivery 
areas  and  has  prohibited  (until  the  end  of  fiscal  year  1987)  the 
Service  from  conducting  any  study  which  could  lead  to  reduced 
delivery  days.  The  Service  opposes  the  wholesale  conversion  of 
postal  stations  and  branches  to  contract  stations.  And,  both  the 
Congress  and  the  Service  oppose  replacing  rural  post  offices  with 
alternative  services. 

For  several  issues,  the  PPSSCC  recommended  that  the  Service 
increase  the  emphasis  on  actions  it  had  already  begun  or  planned 
to  begin.  All  of  the  issues  in  this  category  have  merit.  Four 
concern  mail  processing  and  delivery.  The  PPSSCC  recommended  that 
the  Service  implement  its  ZIP  +  4  and  automation  programs 
(BUS-USPS  6);  these  have  been  implemented.  It  recommended  that 
the  Service  continue  to  mechanize  "flat"  mail  sorting  and  process 
more  letter  mail  on  existing  sorting  equipment  (BUS-USPS  8). 
According  to  the  Service,  installation  of  mechanized  equipment  to 
sort  flat  mail  and  efforts  to  process  all  machinable,  letter-size 
mail  on  letter  sorting  machines  should  be  completed  during  fiscal 
year  1985.  The  PPSSCC  encouraged  growth  in  the  Service's 
"presort"  mail  programs  (BUS-USPS  9);  growth  has  surpassed  the 
PPSSCC's  estimate.  Finally,  many  of  the  programs  the  PPSSCC 


recommended  to  reduce  nondelivery  of  correctly  addressed  third- 
class  mail  (BUS-USPS  7)  have  been  or  are  being  implemented, 
according  to  the  Service. 

Two  other  issues  in  the  increased  emphasis  category  concern 
payments  to  postal  employees:  employee  overtime  (BUS-USPS  31)  and 
sick  leave  and  leave  without  pay  (BUS-USPS  37).  We  reported  on 
these  issues  in  1983  and  1982,  respectively,  and  believe  the 
issues  are  still  valid.  The  Service  continues  to  pursue  ways  to 
reduce  overtime,  sick  leave,  and  leave-wi thout-pay  usage. 

SMALL  BUSINESS  ADMINISTRATION  AND 
DEPARTMENT  OF  COMMERCE 

We  analyzed  seven  issues  dealing  with  operations  of  SBA  and 
the  Department  of  Commerce.  We  believe  six  issues  have  merit  and 
disagree  with  one  issue.  We  have  no  basis  for  verifying  the 
PPSSCC  savings  estimates  for  the  six  issues  that  we  support.  Of 
the  seven  issues,  we  believe  that  five  could  be  accomplished  by 
executive  branch  action,  with  the  other  two  requiring  congres¬ 
sional  action. 

One  of  the  PPSSCC ' s  issues  suggests  that  businesses  and 
individuals  who  are  able  to  obtain  disaster  loans  from  commercial 
lending  sources  not  be  eligible  for  SBA’s  disaster  loan  programs 
(SBA  5).  It  further  recommends  that  farmers  hot  be  eligible  for 
SBA  disaster  assistance.  We  agree  with  these  legislative  propos¬ 
als  and  have  recommended  previously  that  farmers  be  excluded  from 
SBA  disaster  loan  programs. 

The  PPSSCC  also  recommends  that  SBA  transfer  more  of  its  loan 
responsibility  to  the  private  sector  (SBA  1).  We  believe  that 
legislatively  reducing  SBA's  maximum  guarantee  percentages  on 
guaranteed  loans  has  merit.  Reducing  the  percentage  of  SBA's 
guarantee  would  affect  (1)  the  number  of  loans  banks  approve,  (2) 
the  maturity  period  of  the  loans,  and  (3)  the  size  of  the  loans 
because  of  the  increase  in  risk  borne  by  banks  under  the  pro¬ 
posal.  We  do  not  agree  with  the  recommendation  to  transfer 
greater  loan  application  analysis  and  approval  authority  to  the 
private  sector.  We  have  found  previously  that  (1)  lenders  often 
submitted  incomplete  loan  application  packages,  (2)  lenders 
frequently  prepared  inaccurate  or  unreliable  credit  analyses,  and 
(3)  SBA  had  not  realized  any  material  resource  savings  as  a  result 
of  transferring  loan-making  responsibility  to  the  private  sector. 
We  also  believe  that  one  drawback  of  the  PPSSCC ' s  recommendation 
to  eliminate  SBA  direct  lending  would  be  the  possible  conflict 
with  current  congressional  policy  objectives  to  assist  applicants 
that  are  unable  to  obtain  private  financing,  with  or  without 
federal  guarantees  at  reasonable  terms.  Finally,  the  PPSSCC 
recommehdat ion  that  SBA  transfer  the  responsibility  of  liquidating 
troubled  loans  to  banks  is  logical  and  practical  to  the  extent 
that  banks  are  willing  and  capable  of  performing  this  function  and 
it  is  demonstrably  cost-beneficial  to  the  governmeht. 


The  PPSSCC ' s  issue  involving  administratively  terminating 
Economic  Development  Administration  (EDA)  grants  for  projects  that 
are  delayed  or  inactive  (COMM  4)  seems  to  have  merit.  Such  term¬ 
inations  would  be  especially  applicable  in  instances  where  local 
conditions  may  have  changed  to  the  extent  that  EDA  cannot  be 
assured  that  the  long-delayed  projects  would  accomplish  their 
original  objectives  if  they  were  completed. 


CHAPTER  8 


FEDERAL  CIVILIAN  PERSONNEL  MANAGEMENT 

About  2.2  million  civilian  employees  are  employed  by  the 
federal  government,  not  including  about  660,000  postal  workers, 
and  their  pay  and  benefits  cost  about  $76  billion  annually. 
Another  1.9  million  retirees  and  survivors  received  about  $21 
billion  from  the  civil  service  retirement  system  in  1983. 

The  PPSSCC  made  recommendations  about  the  practices  and 
policies  governing  federal  employee  pay  and  benefits,  productiv¬ 
ity,  and  personnel  management.  We  examined  45  of  these  issues 
and  support  most,  as  shown  in  the  table  below. 

Summary  of  GAO  Positions  on  PPSSCC 
Federal  Civilian  Personnel 


Manag ement 

Number 

Issues 

Percent 

Number  of  issues 
requiring  congres 
sional  action 

Agree  with  merits 

27 

60 

9 

Disagree  with  merits 

14 

31 

1 1 

No  position  on  merits 

4 

9 

2 

Total 

45 

100 

22 

The  major  issues  that  we  support  call  for  changing  the 
process  for  setting  federal  pay  rates,  improving  productivity, 
improving  the  accounting  for  and  funding  of  the  civil  service 
retirement  system,  and  bringing  the  Foreign  Service  retirement 
system  in  line  with  the  civil  service  system. 

Of  the  27  issues  we  support,  the  PPSSCC  estimated  cost  sav¬ 
ings  of  about  $20.8  billion.  While  we  believe  these  issues  have 
merit,  they  would  not  produce  the  level  of  savings  estimated  by 
the  PPSSCC. 

The  following  sections  of  this  chapter  discuss  our  position 
on  the  PPSSCC ' s  proposals  and  savings  estimates  in  the  areas  of 
(1)  pay  and  position  classification,  (2)  civilian  retirement, 

(3)  other  employee  benefits,  (4)  productivity,  and  (5)  personnel 
management . 

PAY  AND  POSITION  CLASSIFICATION 

We  examined  nine  issues  directed  at  federal  pay,  incen¬ 
tives,  and  position  classification.  We  generally  agree  with 
six  (PER  6  through  8,  ASSET  10,  LABOR  7,  and  CONG  2-10),  have  no 
position  on  two  (BUS-FTC  6,  and  PER  5),  and  disagree  with  one 
(ENERGY  2).  For  the  six  issues  that  we  support,  the  PPSSCC 


estimated  that  sav'ings  would  amount  to  $8.4  billion.  While  we 
agree  with  the  recommendations,  we  do  not  agree  that  they  would 
save  money,  at  least  in  the  near  future. 

ISSUE'S  PER  6  and  PER  7,  which  we  support,  recommend  modifi¬ 
cations  in  the  processes  for  determining  general  schedule  and 
blue-collar  pay  rates.  The  modifications  would  include  estab¬ 
lishing  locality-based  pay  systems  for  certain  employees  and 
expanding  the  pay  surveys  to  include  state  and  local  govern¬ 
ments,  additional  occupations,  and  smaller  firms.  The  PPSSCC's 
savings  estimates  are  based  on  the  assumption  that  federal 
employees  are  already  receiving  pay  rates  as  determined  by  the 
current  pay-setting  system.  However,  limitations  on  pay  in¬ 
creases  in  the  past  several  years  have  caused  federal  pay  rates 
to  lag  behind  the  rates  called  for  by  the  pay  surveys.  If  the 
PPSSCC's  estimates  for  its  recommendations  are  correct  (we  have 
not  verified  the  accuracy  of  the  surveys),  this  only  means  that 
the  lag  would  be  reduced,  and  the  changes  would  produce  no  sav¬ 
ings.  We  believe  that  making  these  changes  to  the  pay  systems 
would  require  legislation. 

While  we  agree  with  the  PPSSCC  that  overgrading  in  the  fed¬ 
eral  government  should  be  minimized,  we  are  not  certain  of  the 
extent  of  the  problem.  The  PPSSCC  also  did  not  consider  that 
downgraded  employees  have  protections  against  pay  cuts,  which 
would  significantly  reduce  the  estimated  savings  from  reducing 
overgrading . 

RETIREMENT  (CIVILIAN) 

We  addressed  10  issues  in  the  areas  of  retirement  for  fed¬ 
eral  civilian  employees.  We  disagree  with  seven,  (FRS  1  through 
6  and  8)  agree  with  two,  (FRS  7  and  STATE  2),  and  have  no  posi¬ 
tion  on  the  merits  of  one  (FRS  9). 

The  PPSSCC's  major  recommendations  call  for  sweeping 
changes  in  the  civil  service  retirement  system  based  on  the 
PPSSCC's  view  that  the  system  is  much  more  costly  and  generous 
than  private  sector  retirement  programs. 

We  agree  with  the  PPSSCC  that  certain  features  of  the  civil 
service  retirement  system  are  superior  to  those  in  retirement 
programs  typically  available  in  the  private  sector.  Long-term 
employees  (those  with  30  or  more  years  of  service)  can  retire 
without  a  benefit  reduction  at  age  55.  In  most  private  sector 
pension  plans,  benefits  are  reduced  when  employees  retire  before 
age  62.  Similarly,  civil  service  benefits  are  adjusted  for  in¬ 
creases  in  the  cost  of  living,  whereas,  full  inflation  protec¬ 
tion  is  generally  not  available  to  private  sector  retirees. 

The  civil  service  retirement  system  has  historically  been 
the  only  source  of  retirement  income  earned  by  covered  employees 
during  their  government  employment.  Federal  employees  hired 


after  December  31,  1983,  are  covered  by  social  security.  How¬ 
ever,  a  private  sector  retirement  program  generally  consists  of 
three  parts — social  security,  a  pension  plan,  and  a  capital 
accumulation  plan  (employee  stock-ownership  plan,  profit-sharing 
plan,  thrift  plan,  deferred  compensation  plan,  etc.). 

In  our  opinion,  private  sector  retirement  practices  are  one 
standard  that  can  be  used  in  evaluating  the  federal  retirement 
system.  We  found  the  PPSSCC's  recommendations,  in  many  re¬ 
spects,  to  be  representative  of  private  sector  pension  plan  fea¬ 
tures.  However,  the  PPSSCC's  proposals  did  not  include  a 
capital  accumulation  plan  which  is  a  major  element  of  private 
sector  retirement  programs.  Adopting  the  PPSSCC's  recommenda¬ 
tions  could  result  in  lower  benefits  for  federal  employees  than 
those  generally  available  to  private  sector  employees.  More¬ 
over,  some  of  the  recommendations  would  reduce  the  amounts  now 
being  paid  to  retirees  and  the  benefits  that  active  employees 
have  already  earned.  We  question  the  equity  of  such  retroactive 
cuts  and  believe  they  could  be  subject  to  question  in  the 
courts. 

We  agree  with  the  PPSSCC's  recommendation  that  congres¬ 
sional  action  is  needed  to  improve  accounting  practices  in  the 
civil  service  retirement  system  (FRS  7).  The  practices  cur¬ 
rently  used  to  calculate  and  allocate  retirement  costs  to  agen¬ 
cies  cause  accruing  costs  to  be  understated.  Accruing  costs  are 
determined  on  a  "static"  basis,  using  the  assumptions  that 
covered  employees  will  receive  no  pay  raises  to  increase  their 
future  retirement  benefits  and  that  retirees'  annuities  will  not 
be  adjusted  for  inflation.  Consequently,  because  of  these 
unrealistic  assumptions,  the  true  costs  of  government  programs 
are  understated  and  an  unfunded  liability  has  been  created  in 
the  retirement  system. 

The  PPSSCC  did  not  estimate  any  savings  from  this  recommen¬ 
dation.  We  agree  with  the  PPSSCC  that  increasing  agency  contri¬ 
butions  to  fully  fund  accruing  retirement  costs  would  not  result 
in  any  direct  savings  to  the  retirement  system.  However,  it 
would  result  in  increased  federal  revenues  through  greater  con¬ 
tributions  from  off-budget  agencies  (those  whose  operations  are 
not  funded  by  appropriated  funds,  such  as  the  U.S.  Postal 
Service).  Many  such  agencies  have  been  established  to  operate 
on  a  self-supporting  basis.  To  the  extent  that  they  would  be 
required  to  contribute  more  to  the  retirement  fund,  federal 
revenues  would  increase.  For  example,  the  Postal  Service  could 
be  required  to  increase  its  retirement  contribution  by  over  $3 
billion  a  year  if  it  were  charged  the  full  accruing  retirement 
costs  for  its  >employees.  As  the  PPSSCC  recognized,  implementing 
this  recommendation  would  require  legislation. 

The  PPSSCC  also  recommended  that  the  unfunded  liability  of 
the  retirement  system  be  funded  (FRS  7).  Because  the  civil 
service  retirement  fund  is  required  by  law  to  be  invested  in 
federal  securities,  the  government  would  fund  the  liability  by 


writing  itself  an  lOU,  which  would  have  no  effect  on  total 
government  expenditures  or  revenues.  We  agree  with  the  PPSSCC, 
however,  that  funding  the  unfunded  liability  would  be  consistent 
with  the  legal  requirement  that  private  sector  pension  plans 
fund  their  unfunded  liabilities. 

We  also  agree  with  the  PPSSCC  recommendation  to  bring 
benefits  under  the  Foreign  Service  retirement  system  in  line 
with  those  of  the  civil  service  system  (STATE  2).  The  PPSSCC 
maintained  that  the  more  generous  retirement  age  and  benefit 
formula  provisions  in  the  Foreign  Service  system  were  not  needed 
or  justified.  We  believe  the  special  circumstances  on  which  the 
separate  system  is  based  could  be  accommodated  by  existing  pro¬ 
visions  in  the  civil  service  retirement  system. 

The  PPSSCC  estimated  that  this  recommendation  would  save 
$4.9  million  if  it  were  phased  in  for  new  employees.  This  esti¬ 
mate  had  assumed  that  the  current  Foreign  Service  system  will 
not  otherwise  be  changed.  However,  Foreign  Service  hires  after 
December  31,  1983,  are  under  social  security,  and  the  Congress 
is  designing  a  new  system  to  supplement  the  social  security 
benefits.  Therefore,  the  savings  estimate  will  need  modifica¬ 
tion.  Implementing  this  recommendation  would  require  legisla¬ 
tion  . 

OTHER  EMPLOYEE  BENEFITS 

We  examined  two  PPSSCC  issues  involving  revising  the  fed¬ 
eral  employee  sick  and  annual  leave  programs  (PER  3  and  PER  4). 
The  PPSSCC  estimated  that  the  annual  leave  changes  would  save 
$3.8  billion  and  the  sick  leave  changes  would  save  $3.7  bil¬ 
lion.  The  associated  recommendations  are  based  on  the  PPSSCC's 
view  that  the  government's  sick  and  annual  leave  programs  are 
more  generous  than  those  in  the  private  sector.  We  found,  how¬ 
ever,  that  the  PPSSCC  tended  to  understate  the  amount  of  paid 
leave  in  the  private  sector.  Other  studies  have  shown  no  signi¬ 
ficant  difference  in  paid  time  off  between  the  government  and 
private  firms. 

The  PPSSCC's  savings  estimates  for  these  issues  also  appear 
to  be  overstated.  They  assume  that  each  day  of  leave  cut  would 
save  a  day's  worth  of  payroll.  However,  having  fewer  days  of 
leave  accrue  each  year  would  not  directly  reduce  outlays  unless 
staffing  levels  were  also  reduced.  The  PPSSCC  did  not  address 
the  extent  to  which  staffing  levels  would  be  affected.  In  addi¬ 
tion,  the  PPSSCC  recommended  a  ceiling  on  the  amount  of  sick 
leave  employees  could  accumulate.  If  employees  are  unable  to 
save  sick  leave  beyond  a  ceiling  amount,  some  may  tend  to  use 
it,  which  could  cause  sick  leave  use  to  increase  rather  than 
decrease . 

We  examined  two  PPSSCC  issues  on  minimizing  abuses  (or 
fraud)  in  the  federal  workers'  compensation  program  for  on-the- 
job  injuries  (LABOR  1  and  2).  The  PPSSCC  estimated  that  savings 


of  $189  million  could  be  achieved  upon  implementing  additional 
reporting  and  investigative  procedures  to  help  ensure  that  only 
eligible  employees  are  receiving  benefits.  The  estimate  was 
based  on  reducing,  by  25  to  30  percent,  increased  costs  that 
have  occurred  in  the  program  since  1966.  We  believe  the  esti¬ 
mate  is  unrealistic  because  legislation  liberalized  the  program 
during  that  period,  thus  contributing  to  the  increased  cost,  and 
the  Department  of  Labor  has  already  acted  to  tighten  its  admin¬ 
istration  of  the  program.  Nonetheless,  we  agree  that  a  more 
effective  system  can  help  detect  abuses  and  that  most  of  the 
recommendations  have  merit.  In  our  opinion,  the  recommendations 
can  be  implemented  administratively. 

PRODUCTIVITY 

We  reviewed  four  issues  on  increasing  government  productiv¬ 
ity  (PER  16,  ARMY  16,  LABOR  4,  and  EX  4)  and  believe  that  they 
all  have  merit.  The  PPSSCC  estimated  that,  if  implemented, 
these  recommendations  would  save  about  $11.7  billion. 

The  major  issue  calls  for  establishing  a  central  office  for 
promoting  and  coordinating  formal,  visible  programs  for  produc¬ 
tivity  improvement  throughout  the  federal  government  (PER  16). 

We  agree  that  a  central  focus  on  productivity  improvement  is 
needed  in  federal  operations. 

With  the  recent  elimination  of  government-wide  productivity 
programs,  there  is  little  central  support  or  encouragement  of 
the  subject.  We  have  found  that  federal  productivity  is  improv¬ 
ing  at  a  much  slower  pace  than  in  private  and  public  organiza¬ 
tions  that  have  focused  on  improving  productivity.  We  have 
issued  several  reports  on  productivity  in  the  federal  sector  and 
elsewhere  and  made  recommendations  that  would  support  the 
PPSSCC 's  recommendations. 

The  PPSSCC 's  savings  estimate  is  based  on  assumed  increases 
in  productivity  and  cannot  be  supported  with  hard  data.  Never¬ 
theless,  the  estimate  follows  logically  from  the  assumptions. 

We  and  the  PPSSCC  share  the  view  that  productivity  improvement 
offers  a  significant  opportunity  for  cost  reduction  that  is  not 
being  adequately  addressed.  Some  central  management  assistance 
and  support — at  0MB  or  elsewhere — is  clearly  needed.  We  agree 
with  the  PPSSCC  that  the  issue  could  be  implemented  administra¬ 
tively  . 

The  remaining  three  productivity  issues  contain  specific 
recommendations  about  cost  containment  and  productivity  improve¬ 
ment  programs  in  certain  agencies.  We  generally  agree  with  the 
recommendations  because  they  would  focus  top  management  atten¬ 
tion  on  productivity  improvement. 


PERSONNEL  MANAGEMENT 

We  addressed  a  wide  variety  of  PPSSCC  issues  in  the  broad 
area  of  personnel  management,  including  training,  promotions, 
work  force  planning,  reduction-in-force,  personnel  ceilings,  and 
other  areas.  Of  17  issues  we  generally  support  13  (TREAS  2;  FMS 
8  and  9;  PER  13,  14,  and  18;  CONG  4-6;  ADP  7;  LABOR  10;  USAF  6 
and  22;  PER  17;  and  STATE  1)  and  disagree  with  4  (PER  11  and  15; 
ED  8;  and  BUS-TVA  3). 

For  the  13  issues  that  we  generally  support,  the  PPSSCC 
estimated  savings  of  about  $562  million.  We  were  unable  to 
evaluate  much  of  the  savings  estimates  because  the  PPSSCC  did 
not  support  its  estimates  or  use  assumptions  that  would  offer  a 
basis  for  judging.  For  example,  the  PPSSCC  estimated  that  maxi¬ 
mizing  competition  for  consulting  services  contracts  in  the  Air 
Force  would  save  20  percent,  or  $227.7  million.  While  we  agree 
that  agencies  need  to  obtain  more  competition  when  procuring 
these  services,  we  have  not  estimated  the  savings  that  could 
result,  and  the  PPSSCC  did  not  indicate  how  it  arrived  at  its  20 
percent  estimate. 

Four  of  the  13  issues  concern  the  control  of  civilian  staff 
levels  either  at  specific  locations  or  across  the  government. 

We  agree  that  personnel  ceilings  should  not  be  used  to  determine 
the  size  of  the  work  force  and  that  cost/benefit  analyses  and 
other  work  force  planning  methods  should  be  used  to  determine 
staffing  needs.  Neither  we  nor  the  PPSSCC  have  estimated  the 
savings  from  proper  work  force  planning.  Two  of  the  13  issues 
would  require  congressional  action. 


CHAPTER  9 


PROPERTY,  PRINTING,  TRAVEL  AND  TRANSPORTATION  MANAGEMENT, 

AND  CIVILIAN  PROCUREMENT 

Federal  civilian  agencies  spend  an  estimated  $35  billion 
annually  to  procure  property  and  support  services,  $2  billion 
annually  for  travel  and  transportation  of  things,  and  $1  billion 
for  printing  and  reproduction.  These  agencies  also  occupy  and 
manage  almost  1  billion  sguare  feet  of  building  space.  The 
PPSSCC  made  many  recommendations  for  management  improvements  in 
these  areas. 

We  examined  37  PPSSCC  issues  involving  a  wide  variety  of 
procurement,  property  management,  printing,  records  management, 
and  travel  and  transportation  management  matters.  We  generally 
agree  with  35  issues,  on  the  basis  of  their  concept\ial  merits, 
and  have  no  position  on  the  merits  of  2.  In  many  cases,  we  be¬ 
lieve  savings  can  be  achieved  through  the  management  improve¬ 
ments  recommended.  However,  the  PPSSCC ' s  reports  freguently  do 
not  provide  sufficient  information  for  us  to  express  an  opinion 
on  the  reasonableness  of  the  estimated  savings. 

The  table  below  summarizes  our  position  on  the  37  PPSSCC 
issues  we  examined. 


Summary  of  GAO  Positions  on  PPSSCC  Prope rty , 
Printing,  Travel  and  Transportation  Management, 


and 

Civilian 

Procurement 

Issues 

Number  of  issues 

requ i ring 

Number 

Percent 

congressional  action 

Agree  with  merits 

35 

95 

12 

Disagree  with  merits 

0 

0 

0 

No  position  on  merits 

2 

5 

2 

Total 

37 

100 

14 

As  shown  in  the  table,  12  of  the  PPSSCC  issues  with  which 
we  generally  agree  would  require  some  legislative  action.  These 
issues  include  such  matters  as  establishing  a  threshold  for 
applying  socioeconomic  programs  to  the  procurement  process, 
making  changes  to  the  congressional  approval  process  for  leasing 
and  repairing  buildings,  and  establishing  a  flat-rate  per  diem 
system  for  federal  employee  travel.  In  certain  other  cases,  al¬ 
though  legislative  action  would  be  required  to  implement  the 
PPSSCC* s  recommendations,  we  do  not  necessarily  support  such  ac¬ 
tion.  For  example,  the  PPSSCC  recommended  legislation  to  allow 
agencies  to  retain  a  portion  of  the  proceeds  from  the  sale  of 
excess  real  property.  The  objective  of  this  recommendation 
was  to  provide  an  incentive  to  dispose  of  unneeded  property  in  a 
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timely  manner.  We  have  reservations  about  this  action  because 
it  could  circumvent  the  congressional  authorization  and  appro¬ 
priation  process. 

The  two  issues  on  which  we  take  no  position  would  also  re¬ 
quire  congressional  action  to  approve  proposals  for  consoli¬ 
dating  office  space  within  two  executive  agencies.  The  re¬ 
maining  23  issues  could  be  implemented  by  executive  branch  ac¬ 
tion  alone.  We  believe  most  of  the  PPSSCC  issues  would  yield 
some  savings  but,  in  many  cases,  we  are  not  confident  that  the 
amount  of  savings  the  PPSSCC  projected  can  be  achieved. 

The  following  sections  of  this  chapter  summarize  our  views 
on  the  37  PPSSCC  issues  we  examined. 

CIVILIAN  PROCUREMENT 

We  examined  10  issues  directed  toward  improving  various  as¬ 
pects  of  federal  procurement.  The  PPSSCC  estimated  savings  of 
about  $2.6  billion.  Three  of  the  10  have  government-wide  appli¬ 
cability;  7  are  directed  to  specific  civilian  agencies.  We 
agree  that  all  10  issues  have  overall  merit. 

One  of  the  most  significant  government-wide  PPSSCC  procure¬ 
ment  issues  calls  for  the  administration  to  continue  its  actions 
to  implement  basic  procurement  reforms  required  by  Executive 
Order  12352  (PROC  1).  In  December  1983,  the  Congress  enacted 
Public  Law  98-191,  which  largely  incorporated  the  reforms  called 
for  by  the  executive  order  and  made  them  specific  responsibili¬ 
ties  of  agency  heads.  The  basic  thrust  of  these  reforms,  which 
we  support,  calls  for  upgrading  key  features  of  agency  procure¬ 
ment  systems  and  reversing  the  excessive  reliance  on  regula¬ 
tions.  Although  some  progress  has  been  made,  we  believe  con¬ 
tinued  congressional  oversight  will  be  needed  to  ensure  the 
timely  and  effective  implementation  of  these  needed  reforms. 

Four  of  the  PPSSCC ' s  issues  were  directed  specifically  to 
GSA.  These  issues  called  for  improving  the  organization  of 
GSA's  Federal  Supply  Service,  which  carries  out  central  procure¬ 
ment  for  other  federal  agencies  (PROC  15);  increasing  competi¬ 
tive  procurements  (PROC  22);  tightening  controls  over  the  award 
of  multiple  contracts  for  similar  items  (PROC  21);  and  increas¬ 
ing  centralized  procurement  of  common-use  items  (PROC  20).  We 
have  made  similar  recommendations  and  agree  that  their  implemen¬ 
tation  would  yield  savings,  although  we  are  uncertain  of  the 
amount . 

For  example,  the  PPSSCC  estimated  savings  totaling  $312 
million  from  increased  centralization  of  the  procurement  of 
common-use  items  by  GSA.  We  support  this  proposal  and  believe 
that  savings  can  be  obtained  through  increasing  the  amount  of 
common-use  items  procured  by  GSA.  The  PPSSCC  concluded  that 
further  study  was  needed  to  completely  identify  the  magnitude  of 
the  opportunity  for  increased  centralization  of  civilian  agency 


procurement.  We  agree  that  additional  work  is  needed  to  accur¬ 
ately  estimate  the  amount  of  savings  in  this  area. 


Three  of  the  10  procurement  issues  addressed  by  the  PPSSCC 
required  legislation,  and  the  Congress  has  already  acted  in 
these  cases.  The  PPSSCC  issues  calling  for  continued  efforts  to 
implement  procurement  system  reform  (PROC  1)  and  transfer 
government-wide  procurement  policy  responsibility  from  GSA  to 
the  Office  of  Federal  Procurement  Policy  (PROC  14)  were  ad¬ 
dressed  by  Public  Law  98-191,  enacted  in  December  1983.  Also, 
Public  Law  98-369,  enacted  in  July  1984,  established  the  dollar 
threshold  for  the  use  of  simplified  small-purchase  procedures  by 
civilian  agencies  at  $25,000  as  the  PPSSCC  recommended  (PROC 
2).  A  closely  related  PPSSCC  recommendation  has  not,  however, 
been  acted  on  by  the  Congress.  The  PPSSCC  called  for  legisla¬ 
tion  to  tie  the  thresholds  for  major  socioeconomic  programs  to 
the  threshold  for  simplified  small-purchase  procedures.  We  sup¬ 
port  this  recommendation. 

The  seven  remaining  procurement  issues  addressed  by  the 
PPSSCC  could  be  implemented  by  executive  branch  action. 

REAL  PROPERTY  MANAGEMENT  AND  CONSTRUCTION 

We  examined  12  PPSSCC  issues  on  real  property  management 
and  4  issues  dealing  with  federal  construction  activities.  The 
PPSSCC  estimated  savings  of  about  $4.9  billion.  We  generally 
agree  that  14  issues  have  overall  merit.  However,  we  have  res¬ 
ervations  about  several  specific  recommendations  related  to 
three  of  the  four  issues  dealing  with  construction. 

We  take  no  position  on  the  merits  of  two  issues  calling  for 
consolidating  office  space  within  two  executive  agencies  (TREAS 
23,  BUS-FTC  2).  Although  space  consolidation  usually  results  in 
savings,  we  have  no  basis  to  assess  if  these  two  cases  should 
take  precedence  over  other  space  needs. 

Most  of  the  PPSSCC s  $4.9  billion  estimated  savings  in  this 
area  are  related  to  three  issues.  These  issues  call  for  (1)  im¬ 
proving  the  productivity  of  government  employees  who  perform 
maintenance  on  the  federal  government's  real  property  (PROP  6), 
(2)  increasing  the  use  of  performance  specifications  on  federal 
construction  projects  (CONST  18),  and  (3)  making  wider  use  of 
value  engineering  on  federal  and  federally  sponsored  construc¬ 
tion  and  facilities  projects  (CONST  19). 

The  PPSSCC 's  findings  and  recommendations  for  improving  the 
productivity  of  federal  maintenance  personnel  are  generally  con¬ 
sistent  with  our  prior  work  in  the  area,  and  we  support  the 
PPSSCC  issue  and  its  related  recommendations  (PROP  6).  These 
include  establishing  a  comprehensive  maintenance  productivity 
program;  fixing  central  responsibility  for  productivity  improve¬ 
ment  in  each  agency;  developing  performance  indices  for  property 
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maintenance;  increasing  the  use  of  performance  standards  and 
variance  analysis;  and,  if  needed,  employing  outside  consultants 
to  help  start  the  program.  We  agree  with  the  PPSSCC  that  sub¬ 
stantial  cost  savings  can  be  attained  through  increased  produc¬ 
tivity  of  maintenance  personnel,  although  the  savings  are  not 
likely  to  be  as  great  as  the  $1.1  billion  the  PPSSCC  estimated. 

The  second  PPSSCC  issue  calls  for  the  increased  use  of  per¬ 
formance  specifications  on  federal  construction  projects  (CONST 
18).  The  PPSSCC  estimates  that  $1.3  billion  could  be  saved  by 
this  action.  Performance  speci f ications  identify  the  level  or 
degree  of  performance  required  for  a  building  system,  subsystem, 
or  other  component  in  contrast  to  prescriptive  specifications 
that  define  the  materials  and  components  to  be  used  in  the  pro¬ 
ject.  We  agree  that  savings  can  be  realized  through  increased 
use  of  performance  specifications  in  federal  construction;  how¬ 
ever,  we  do  not  fully  support  the  PPSSCC  recommendations.  Per¬ 
formance  specifications  cannot  be  applied  to  all  construction 
projects — or  even  to  all  portions  of  construction  projects  as 
the  PPSSCC  apparently  assumed.  Much  remains  to  be  learned  about 
how  to  develop  and  use  performance  specifications  before  they 
can  be  broadly  applied.  Also,  estimating  the  potential  savings 
from  using  performance  specifications  would  be  difficult  even  if 
the  universe  of  projects  to  which  they  are  applicable  were  well 
defined . 

The  third  PPSSCC  issue  calls  for  increased  use  of  value 
engineering — a  systematic  process  for  achieving  cost  savings — on 
federal  construction  projects  (CONST  19).  The  PPSSCC  estimated 
savings  of  $662  million  for  this  issue. 

Value  engineering,  as  applied  in  the  construction  industry, 
involves  a  multidisciplined  study  team  that  systematically  eval¬ 
uates  a  project's  proposed  design  and  construction  methods  to 
identify  ways  to  achieve  the  lowest  possible  life-cycle  cost  for 
the  project.  We  agree  with  the  PPSSCC  that  value  engineering  is 
a  proven  cost-saving  technique,  and  we  support  its  use  in 
planning,  designing,  and  constructing  federal  and  federally 
funded  facilities.  We  have  issued  several  reports  that  demon¬ 
strate  opportunities  for  savings  by  wider  use  of  value  engineer¬ 
ing.  We  do  not,  however,  fully  support  all  of  the  PP.SSCC’s  rec¬ 
ommendations  related  to  this  issue.  Care  must  be  taken  in  im¬ 
plementing  a  value  engineering  program.  Mandating  its  use,  as 
the  PPSSCC  suggests,  will  not  necessarily  generate  savings. 
Personnel  must  be  trained  in  this  technique,  and  lessons  learned 
in  both  effective  and  ineffective  programs  must  be  considered 
before  requiring  that  all  agencies  use  value  engineering.  Too 
often,  the  focus  of  value  engineering  has  been  on  reducing  con¬ 
struction  costs  instead  of  on  life-cycle  costs,  which  can  result 
in  long-term  cost  increases  instead  of  savings.  The  most  criti¬ 
cal  factor  impeding  greater  use  of  value  engineering  is  the  lack 
of  top  management  acceptance  and  support. 


The  remainder  of  the  PPSSCC  issues  in  this  section  are  re¬ 
lated  to  overall  property  management  (PROP  1);  leasing  (PROP  8, 
PROP  9);  reducing  office  space  (PROP  2,  BANK  8);  acquiring, 
managing,  repairing,  and  disposing  of  real  property  (PROP  3,  HUD 
4,  CONG  3  -  7);  and  reducing  energy  costs  in  government- 
controlled  buildings  (PROP  7).  We  generally  support  these 
PPSSCC  issues,  although  in  several  cases  we  believe  the  PPSSCC ' s 
savings  estimates  are  not  adequately  supported. 

Eight  of  the  real  property  issues  the  PPSSCC  addressed 
would  require  some  legislative  action.  We  generally  agree  with 
the  more  significant  measures  the  PPSSCC  recommended.  These 
primarily  involve  making  changes  in  the  congressional  approval 
process  for  leasing  and  for  repair  and  alteration  projects.  The 
objectives  of  these  changes  are  to  provide  a  better  basis  for 
congressional  oversight  and  avoid  unnecessary  delays  and  re¬ 
sulting  cost  increases.  For  example,  the  PPSSCC  recommended 
legislation  to  provide  for  congressional  authorization  of  leases 
based  on  the  full-term  obligation  over  the  life  of  the  lease, 
rather  than  the  current  practice  of  considering  only  the  first 
year's  rental  cost  (PROP  9).  We  favor  application  of  the  full¬ 
funding  concept  to  leasing  so  that  the  total  budgetary  impact  of 
both  leasing  and  construction  projects  is  disclosed  and  can  be 
compared.  Currently,  the  full-funding  concept  applies  to  con¬ 
struction  projects,  but  not  to  leasing. 

TRAVEL  AND  TRANSPORTATION  MANAGEMENT 

We  examined  six  PPSSCC  issues  addressing  travel,  transpor¬ 
tation,  and  vehicle  fleet  management.  The  PPSSCC  estimated 
savings  totaling  over  $3.1  billion  for  these  issues.  We  agree 
that  the  six  issues  have  overall  merit,  although  we  do  not  sup¬ 
port  all  of  the  PPSSCC ' s  specific  recommendations.  Also,  while 
we  believe  some  savings  can  be  obtained,  we  generally  believe 
the  PPSSCC ' s  savings  estimates  are  not  adequately  supported. 

One  PPSSCC  issue  calling  for  improvements  in  managing  the 
federal  government's  fleet  of  over  436,000  nonmilitary  vehicles 
(PRIV  7)  accounts  for  estimated  savings  of  about  $1.3  billion, 
or  42  percent  of  the  total  estimated  savings  in  this  area.  The 
PPSSCC  recommends  immediately  reducing  the  fleet  by  100,000  ve¬ 
hicles,  developing  a  government-wide  fleet  management  informa¬ 
tion  system,  and  taking  other  steps  to  improve  management  of  the 
remaining  vehicles. 

Reducing  the  size  of  the  federal  vehicle  fleet  to  the  de¬ 
gree  proposed  by  the  PPSSCC  would  obviously  result  in  savings. 
However,  the  PPSSCC 's  recommendation  was  not  based  on  an  assess¬ 
ment  of  agencies'  vehicle  requirements.  We  have  not  studied 
agencies'  vehicle  requirements  and  therefore  have  no  basis  to 
determine  the  feasibility  of  an  immediate  100,000-vehicle  reduc¬ 
tion.  We  agree  that  development  of  a  management  information 
system  should  contribute  to  determining  the  optimum  size  of  the 


federal  vehicle  fleet  and  would  probably  result  in  savings  over 
time,  but  we  have  no  basis  to  support  the  PPSSCC's  savings  esti¬ 
mate  of  $1.3  billion. 

The  PPSSCC  addressed  three  issues  dealing  with  federal  em¬ 
ployee  travel  and  estimated  potential  savings  of  about  $1.1 
billion  for  these  proposals.  The  issue  with  the  largest  esti¬ 
mated  savings,  about  $984  million,  calls  for  GSA  to  develop  an 
in-house  travel  service  contracting  and  negotiating  unit,  estab¬ 
lish  some  federal  employee-operated  travel  centers,  and  continue 
to  rely  on  some  contractor-operated  travel  centers  (TTM  1^. 

We  agree  with  the  intent  of  this  issue,  but  we  do  not  sup¬ 
port  all  of  its  underlying  recommendations.  GSA  already  has  a 
centralized  in-house  travel  service  contracting  unit  and  is 
making  extensive  use  of  travel  agent-operated  travel  services  at 
little  cost  to  the  government.  We  are  not  aware  of  any  evidence 
that  would  suggest  a  need  to  return  to  government-operated  trav¬ 
el  centers. 

The  remaining  two  PPSSCC  issues  dealing  with  travel  call 
for  improvements  in  travel  administration  and  accounting  (TTM  2, 
BANK  26).  The  PPSSCC  estimated  savings  of  about  $173  million 
for  these  issues.  We  generally  agree  that  these  issues  have 
merit  and  that  some  savings  would  result,  although  we  have  no 
basis  for  assessing  the  reasonableness  of  the  PPSSCC's  estimate. 

The  PPSSCC  addressed  two  other  issues  which  dealt  with 
traffic  management  (TTM  3)  and  transportation  audit  (TTM  4). 
Estimated  savings  for  these  issues  total  about  $695  million.  We 
support  these  proposals  and  believe  that  savings  can  be  achieved 
through  their  implementation,  although  we  believe  the  PPSSCC 
savings  estimates  are  overstated.  For  example,  the  PPSSCC  based 
its  transportation  audit  savings  estimate  on  $4.6  billion  in 
freight  charges  for  fiscal  year  1982.  However,  GSA  data  for 
fiscal  year  1982  shows  that  only  about  $2  billion  in  freight 
charges  were  subject  to  its  audit. 


Three  of  the  six  PPSSCC  issues  include  recommendations  that 
we  believe  would  require  legislative  action.  First,  legislation 
would  be  required  to  establish  a  flat-rate  per  diem  system  for 
federal  employee  travel.  An  0MB  Interagency  Travel  Management 
Improvement  Project  report  estimated  substantial  cost  reductions 
from  such  a  system,  and  we  believe  it  merits  consideration  by 
the  Congress.  Second,  the  PPSSCC  recommended  reenactment  of  ex¬ 
pired  legislation  that  authorized  GSA  to  collect  data  from  the 
agencies  on  outstanding  travel  advances  and  other  travel 
matters.  The  information  was  used  by  GSA  to  monitor  government 
travel  and  report  to  the  Congress  on  areas  needing  improvement. 
Although  we  believe  GSA  could  request  such  data  from  the  agen¬ 
cies  without  legislation,  GSA’s  position  would  be  strengthened 
if  it  were  again  authorized  to  collect  and  analyze  relevant 
government-wide  travel  information. 


Finally,  the  PPSSCC  recommended  that  GSA  seek  repeal  of 
legislation  preventing  prepayment  audits  of  freight  bills  and 
reduction  of  freight  charges  (TTM  4).  We  believe  GSA  should  ex¬ 
plore  this  issue,  although  its  accomplishment  may  not  be  feas¬ 
ible  without  delaying  payment  to  carriers. 

RECORDS  MANAGEMENT  AND  PRINTING 

We  examined  five  PPSSCC  issues  directed  toward  improving 
federal  records  management  and  printing  activities.  The  PPSSCC 
estimated  savings  of  about  $833  million  for  these  issues.  We 
believe  all  of  these  issues  have  merit  and  agree  that  they  would 
result  in  significant  savings,  although  probably  not  as  great  as 
the  PPSSCC  estimates. 

The  PPSSCC  made  recommendations  for  reducing  federal  rec¬ 
ords  storage  costs  (LAND  3),  improving  mail  management  practices 
(PPAV  3,  PPAV  4),  and  closing  or  consolidating  unneeded  printing 
and  duplicating  facilities  (PPAV  5,  CONG  2-9).  However,  we 
believe  that  the  savings  potential  for  these  issues  is  not  as 
great  as  the  PPSSCC  estimates.  For  example,  the  PPSSCC  esti¬ 
mated  savings  of  about  $159  million  from  printing  plant  closings 
and  consolidations,  increased  commercial  printing,  operation  of 
a  central  printing  plant,  and  various  combinations  of  these  op¬ 
tions.  0MB  has  estimated  savings  of  $31.5  million  from  111 
printing  plant  closings  already  undertaken.  We  believe  it  is 
unlikely  that  further  efforts  in  this  area  will  yield  the 
savings  estimated  by  the  PPSSCC.  Two  of  the  five  issues  would 
require  legislative  action;  three  could  be  implemented  by  execu¬ 
tive  branch  action. 
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CHAPTER  10 


AUTOMATED  DATA  PROCESSING/ 
OFFICE  AUTOMATION  OPERATION?? 


Even  thouqh  the  federal  aovernment ' s  automated  data 
process inq/of f ice  automation  (ADP/OA)  operations  make  up  only  1.6 
percent  ($12  billion)  of  the  federal  budqet,  virtually  everv  dollar 
the  aovernment  spends  or  receives  is  processed,  controlled,  and 
monitored  by  an  automated  system.  Vital  weapons  systems,  phone 
systems,  air  traffic  control,  and  weather  forecastinq  are  iust  a 
few  examples  of  qovernment  functions  completely  dependent  on  compu¬ 
ter  support.  Clearly,  ADP ' s  importance  to  the  smooth,  effective 
functioninq  of  the  qovernment  is  qreater  than  its  cost  implies. 

The  PPRSCC  identified  65  issues  related  to  ADP/OA  activities. 
Tt  estimated  that  the  federal  qovernment  could  realize  a  cost 
savings  of  $29.5  billion  by  establishinq  an  effective  ADP/OA  man¬ 
agement  structure,  making  managerial  improvements,  and  reducing  the 
cost  of  ADP/OA  activities.  mhis  chapter,  however,  deals  only  with 
39  issues  representing  about  $15  billion  in  cost  savings  estimated 
bv  the  PPS5CC.  The  remaining  issues,  while  relating  to  ADP/OA 
activities,  address  such  issues  as  the  government's  efforts  to 
improve  its  cash  management  and  financial  systems,  debt  collection 
svstems,  and  inventory  management  systems.  These  efforts  are 
discussed  in  other  chapters  of  this  report. 

The  ADP/OA  issues,^  which  focused  on  ways  to  increase  the 
effectiveness  of  federal  ADP/OA  activities,  were  broken  down  into 
three  broad  categories; 

--Central  ADP/OA  management  and  agency  leadership. 

--Oovernment-wide  management  of  major  information  resources, 
including  ADP  hardware,  software,  telecommun i ca t ions ,  and 
OA. 

--Specific  issues  identified  in  agencies'  ADP/OA  operations. 

As  summarized  in  the  table  below,  we  agree  that  3P  of  the  39 
issues  have  overall  merit.  We  do  not  believe  the  remaininn  issu<=' 
and  its  principal  recommendation — accelerating  the  automation  of 
the  Agricultural  Stabilization  and  Conservation  Service's  countv 
offices  (AG  36) — have  merit. 


1  Most  of  the  issues  centered  on  agencies'  ADP/OA  operations. 


Number 

Percent 

Number  of  issues 
requirinq 

conqress ional  action 

Aqree  with  merits 

38 

97 

5 

Disaqree  with  merits 

1 

3 

0 

No  position  on  merits 

0 

0 

0 

Total 

39 

100 

S 

of  the  39  issues,  we  found  that  five  issues  ( ADP  1,  5,  and 
ED  2;  and  FMS  2),  which  we  aqree  have  merit,  contain  recommenda¬ 
tions  which  require  some  type  of  leqislative  action  to  fully  imple 
ment.  We  favor  leqislative  action  on  one  recommendation — to 
increase  the  size  of  the  Inspector  General's  staff  at  the  Depart¬ 
ment  of  Education  (ED  2).  However,  we  do  not  aqree  with  the  recom 
mendation  establishinq  a  Federal  Information  Resources  Manaoement 
Office  { ADP  1),  nor  do  we  believe  that  the  Federal  Information 
Resource  Manaqer  is  the  proper  authority  to  implement  specific 
ADP/OA  recommendations  (ADP  5  and  6).  We  also  do  not  aqree  with 
the  recommendation  to  have  us  review  OA  in  every  qovernment  aqencv 
on  a  published  schedule  (ADP  6).  Further,  we  take  no  position  on 
the  recommendation  to  assiqn  responsibilities  to  OFM^  (FMS  2). 

For  the  most  part,  we  have  no  basis  for  iudqinq  the  reason¬ 
ableness  of  the  PPSSCC's  savinqs  estimates  related  to  ADP/OA  activ 
ities  because  the  PPSSCC  did  not  discuss  its  assumptions  and 
approaches  in  sufficient  detail. 

CENTRAL  ADP/OA  MANAGEMENT 
AND  AGENCY  LEADERSHIP 

The  PPSSCC  found  that  the  federal  qovernment  has  not  been 
effectively  manaqinq  its  information  technoloay  resources.  'T’he 
qovernment  has  not  (1)  developed  a  centralized  manaqement  mecha¬ 
nism  for  its  information  technoloqy  resources,  (2)  provided  for 
leadership  at  the  aqencv  level,  and  (3)  fixed  accountability  for 
acquirinq  up-to-date  technoloqy.  As  a  result,  the  qovernment' s  ADP 
operations  are  obsolete  and  inefficient.  Accordinq  to  the  PPSSCC, 
the  primary  reason  information  technoloqy  resources  have  not  been 
manaqed  effectively  is  that  0MB  has  not  exercised  manaqerial  con¬ 
trol  over  these  resources.  Instead,  OMR's  Office  of  Information 
and  Requlatory  Affairs  (OIRA)  has  directed  its  efforts  toward 
requlatory  reform. 

To  improve  the  manaqement,  leadership,  and  technical  sunport 


2  We  do  not  take  a  position  on  the  establishment  of  Ofm,  a  PPSSCC- 
proposed  executive  office  to  provide  centralized  leadership  and 
policy  direction  (FMS  1). 


of  information  resources,  the  PPSSCC  recommended  the  followinq: 


— The  President  should  appoint  a  Federal  Information  Resource 
Manager  to  serve  in  the  proposed  Office  of  Federal  Informa¬ 
tion  Resources  Management,  and  the  resources  provided  to  0MB 
under  the  Paperwork  Reduction  Act  should  be  moved  to  this 
office  ( ADP  1).  The  Federal  Information  Resource  Manager 
would  be  responsible  for  ensuring  that  agencies  fully 
complied  with  the  Paperwork  Reduction  Act  of  1980  (Public 
Law  96-511)  and  for  establishing  priorities  for  upgrading 
information  technology  management  in  the  agencies.  The 
Federal  Information  Resource  Manager's  responsibilities 
would  also  include  establishing  and  chairing  a  government¬ 
wide  information  technology  steering  committee  to  (1)  devel¬ 
op  goals  and  directives  and  short-  and  long-term  plans  for 
upgrading  information  technology,  (2)  exchange  innovative 
ideas  and  applications,  and  (3)  address  the  challenges  and 
opportunities  posed  by  new  technologies. 

— The  roles  of  agency  information  resource  managers  should  be 
expanded  and  more  clearly  defined  (ADP  2).  The  agency 
information  resource  manager  would  oversee  ADP/OA  manage¬ 
ment,  report  directly  to  the  agency  head,  and  be  assisted  by 
an  information  management  steering  committee  to  link  agency 
programmatic  plans  and  strategies  to  ADP/OA  planning.  Also, 
federal  agencies  should  assign  the  functions  of  their  infor¬ 
mation  resource  managers  to  Senior  Executive  Service  career 
professionals  who  have  appropriate  training  and  experience. 


— GSA  should  provide  better  guidance  to  federal  agencies  on 
the  acquisition  process  for  ADP/OA  equipment  and  services 
and  streamline  the  acquisition  process  (ADP  3).  Also,  when 
agencies  demonstrate  technical  competence,  GSA  should  grant 
federal  agencies  more  procurement  autonomy  and  improve  its 
technical  assistance  role  by  publishing  an  ADP  acquisition 
guidebook,  maintaining  up-to-date  inventories  of  ADP/OA 
equipment  and  software,  and  using  benchmarking^  (a  long  and 
expensive  process)  more  judiciously. 


Although  the  PPSSCC  did  not  develop  a  savings  estimate  for 
this  central  ADP/OA  management  category,  it  stressed  that  the 
savings  associated  with  the  other  categories  could  be  realized  only 
if  the  government  acted  on  this  group  of  ADP/OA  management  issues. 


We  believe  that,  for  the  most  part,  the  PPSSCC  issues  and 
associated  recommendations  addressing  the  need  for  improved  manage¬ 
ment,  leadership,  and  technical  support  of  information  resources 
have  merit  and  could  be  implemented.  We  take  exception,  however. 


3  Benchmarking  is  a  process  in  which  computer  programs  and 

associated  data  are  tailored  to  represent  a  particular  workload 
and  are  used  to  evaluate  the  performance  and  cost  of  proposed 
automated  information  systems. 


to  the  PPSSCC  recommendation  to  establish  a  new  central  ADP 
management  mechanism — the  Office  of  Federal  Information  Resources 
Management — within  the  executive  branch  (ADP  1). 


Implementing  this  recommendation  by  creating  a  new  office 
would  do  little  to  strengthen  the  existing  management  structure  put 
in  place  by  the  Paperwork  Reduction  Act.  The  act  established  OIRA 
within  0MB.  The  functions  and  responsibilities  of  the  proposed 
Federal  Information  Resources  Management  Office  are  essentially 
identical  to  those  of  OIRA.  Creating  a  new  office,  in  and  of  it¬ 
self,  will  not  ensure  that  the  remaining  PPSSCC  ADP/OA  recommenda¬ 
tions  will  be  effectively  implemented  or  that  OIRA's  existing  ADP 
responsibilities,  which  would  be  transferred  to  the  new  office, 
would  be  better  carried  out. 

The  PPSSCC  proposed  that  a  corporate  approach  be  applied  to 
the  federal  government  by  consolidating  within  OFM  all  policyset¬ 
ting  responsibilities  for  human  resources,  financial,  property  and 
procurement,  and  information  resources  management  (FMS  1).  We  are 
not  sure  that  following  the  corporate  approach  of  centralizing  the 
administrative  policymaking  function  is  appropriate  for  the  federal 
government.  The  government  differs  from  the  private  sector  in 
several  significant  ways.  It  is  vastly  bigger  than  the  largest 
Fortune  500  companies,  unique  in  many  of  its  uses  of  ADP,  subject 
to  top  management  discontinuity,  and  diverse  in  its  operations. 
There  is  no  comparable  model  in  private  industry. 

As  recognized  by  the  PPSSCC,  many  of  its  ADP/OA  findings  are 
not  new  and  have  previously  been  raised  by  other  commissions  and 
projects,  such  as  former  President  Carter's  ADP  Reorganization  Pro¬ 
ject.  The  fact  that  these  problems  continue  to  persist  is  evidence 
of  the  difficulty  in  making  the  transition  from  problem  identifica¬ 
tion  to  solutions  and  cost  savings. 

We  believe  many  of  the  ADP/OA  problems  can  be  corrected  within 
the  existing  structure  created  by  the  Paperwork  Reduction  Act. 
Resolving  ADP/OA  problems  involves  obtaining  top  management  atten¬ 
tion  and  support;  acquiring  adequate  staff  resources;  ranking 
problems  and  identifying  specific  solutions;  and  working,  within 
the  current  organizational  structure  and  processes,  to  solve  iden¬ 
tified  problems. 

GOVERNMENT-WIDE  MANAGEMENT 
OF  ADP/OA  RESOURCES 


The  PPSSCC  Stated  that  the  Federal  Information  Resource  Man¬ 
ager  and  the  agency  information  resource  managers  should  be  atten¬ 
tive  to  four  areas  of  ADP/OA  management;  obsolete  hardware  and 
software,  teleprocessing  networks,  office  automation,  and  ADP 
personnel.  According  to  the  PPSSCC,  approximately  50  percent  of 
the  government's  ADP  inventory  is  so  old  that  the  manufacturers  no 
longer  provide  spare  parts  and  maintenance  to  support  the  systems. 
Therefore,  specially  trained  federal  personnel  must  maintain  the 
ADP  systems  themselves. 


In  addition,  the  federal  qovernment's  teleprocessing  expendi¬ 
tures  in  1981  were  estimated  by  the  PPSSCC  at  $650  million  and  were 
increasinq  by  25  percent  annually.  Due  to  increased  costs  and  the 
expanded  use  of  teleprocessing  resources,  the  PPSSCC  believed  that 
the  rate  of  growth  may  well  exceed  25  percent  annually  in  the 
future.  The  PPSSCC  emphasized  that  the  cost  and  use  of  these 
resources  should  be  accurately  determined  so  they  could  be  managed. 

Past  studies  of  public-  and  private-sector  organizations  have 
shown  that  using  0\  significantly  increased  productivity.  The 
PPSSCC  found,  however,  that  productivity  improvement  in  the  govern¬ 
ment  was  not  being  achieved  because  individual  agencies  were  pro- 
curinq  incompatible  systems,  underusing  equipment,  improperly  plan¬ 
ning  and  procuring  OA,  and  not  ensuring  that  the  OA  equipment  was 
being  used  and  operated  properly. 

According  to  the  PPSSCC,  the  federal  government  could  save 
about  $11.1  billion  (net)  if: 

— Agencies,  under  the  direction  of  information  resource  man¬ 
agers,  upgraded  and  replaced  ADP  systems  with  current  tech¬ 
nology  and  examined  ways  for  consol idatinq  and  improving 
their  systems  (ADP  4).  The  PPSSCC  did  not  identify  the  cost 
of  replacing  the  ADP  systems,  but  estimated  a  net  savings  of 
$4  billion  for  this  issue. 

— The  Federal  Information  Resource  Manager  and  agency  informa¬ 
tion  resource  managers  analyzed  all  ADP  systems  that  employ 
significant,  recurring  levels  of  teleprocessing  resources  to 
determine  the  potential  for  consolidation  and  sharing 
(ADP  5). 

— The  Federal  Information  Resource  Manager  required  agencies 
to  submit  an  annual  OA  plan,  the  Federal  Information 
Resource  Manager  and  GSA  provided  guidance  for  agencies  in 
developing  long-range  OA  plans,  and  we  reviewed  OA  in  every 
government  agency  on  a  published  schedule  (ADP  6). 

By  implementing  its  recommendations,  the  PPSSCC  expects  that 
the  government  could  (1)  improve  productivity  by  eliminating  costly 
manual  operations  and  improving  computer  processing  efficiency  and 
(2)  reduce  costs  of  ADP  operations  by  replacing  obsolete  equipment 
and  software. 

We  agree  with  the  PPSSCC  that  the  government-wide  issues 
involving  ADP/OA  resource  management  have  overall  merit  and  warrant 
intensive,  high-level  management  attention.  However,  management 
should  consider  the  costs  involved  before  implementing  the  PPSSCC's 
recommendations,  particularly  those  dealing  with  upgrading  and 
replacing  obsolete  ADP  systems.  Except  for  the  recommendation  that 
we  review  agency  OA  activities  discussed  below,  the  PPSSCC  recom¬ 
mendations  are  generally  feasible  and  can  be  carried  out  by  the 
federal  agencies. 


We  agree  with  the  PPSSCC  that  effective  management  of  0^  could 
improve  the  productivity  of  federal  managers,  orofessionals ,  and 
clerical  workers.  Our  report.  Strong  Central  Management  of  Office 
Automation  Will  Boost  Productivity  (GAO/AFMD  82-54,  Sent.  21, 

1982),  noted  that  agencies  would  have  to  establish  strong  central 
management  of  OA  if  potential  benefits  were  to  be  achieved  without 
wasting  resources.  However,  we  disagree  with  the  PPSSCC  recommen¬ 
dation  to  have  us  review  OA  in  every  government  agency  on  a  pub¬ 
lished  schedule.  In  our  opinion,  the  objectives  sought  by  this 
recommendation  are  the  primary  responsibility  of  agency  management 
and  the  internal  audit  staff.  However,  we  will  selectively  review 
agency  OA  activities  in  the  future. 

We  also  believe  teleprocessing  resources  need  to  be  more 
effectively  managed.  In  a  report.  Financial  Information  Lacking  on 
Government  Telecommunications  Services  and  Fquipment  (GAO/MASAD 
83-16,  Feb.  25,  1983),  we  pointed  out  that  the  government  was  not 
ready  to  accurately  accumulate  government-wide  teleprocessing  cost 
data  because  some  inconsistencies  in  cost  classification  needed  to 
be  resolved  first.  Therefore,  before  teleorocessing  management  in 
the  federal  government  can  be  improved,  0MB  must  act  on  the  PPSSCC 
recommendation  to  issue  new  guidance  clarifying  its  instructions  to 
the  agencies  on  documenting  teleprocessing  costs. 

AGENCY-  OR  APPLICATION-SPECIFIC  PROBLEMS 

In  exploring  areas  for  savings  related  to  ADP/OA,  the  PPSSCC 
found  that  individual  agencies  were  experiencing  a  variety  of  prob¬ 
lems.  For  example,  some  agencies*  organizational  structures  for 
managing  ADP/OA  resources  and  applications  were  weak  or  nonexis¬ 
tent.  In  some  instances,  the  agencies  had  not  established  a  long- 
range  planning  process  or  developed  effective  management  informa¬ 
tion  systems.  Further,  the  agencies  were  not  using  technology  to 
meet  their  mission  objectives  in  a  cost-efficient  manner.  To 
correct  these  problems,  the  PPSSCC  made  specific  recommendations  to 
the  cognizant  agencies  and  anticipated  that  improved  fiscal  and 
management  control  over  agency  programs  could  be  achieved.  The 
PPSSCC  estimated  that  the  federal  government  could  realize  cost 
savings  of  about  $18.4  billion  by  implementing  the  agency-  or 
application-specific  recommendations. 

We  believe  that,  for  the  most  part,  the  PPSSCC  issues  and 
related  recommendations  to  improve  the  agencies'  ADP/OA  systems 
have  merit.  Furthermore,  we  believe  the  recommendations  can  be 
implemented  under  existing  executive  branch  authoritv  and  that  they 
warrant  high-level  attention  by  the  cognizant  civilian  and  military 
agencies. 

We  do  not  believe  the  issue  and  principal  recommendation  to 
accelerate  the  automation  of  the  Agricultural  Stabilization  and 
Conservation  Service's  county  offices  have  merit  (AG  36).  wp 
reviewed  the  Service's  cost/benefit  analysis  of  the  natmnwido 
county  office  automation  and  found  that  (1)  certain  heiip i 
overstated;  (2)  costs  for  the  largest  cost  category,  eaulp''-n^  and 
maintenance,  appear  to  have  been  understated;  and  (3)  Dot<  ni 
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risks  were  increased  because  the  Service  planned  to  use  untested 
technoloqy.  In  a  report,  A5CS  Needs  Better  Information  to 
Adequately  Assess  Proposed  County  and  State  Office  Automation 
(GAO/IMTEC  84-11,  May  25,  1984),  we  recommended  that,  rather  than 
acceleratinq  the  automation,  the  Service  proceed  with  a  prototype 
project  and  defer  the  planned  nationwide  automation  of  the  county 
offices. 

The  followinq  two  examples  describe  situations  in  which  the 
PPSSCC  believed  that  savings  could  be  realized  if  the  respective 
agency  (1)  improved  its  use  of  ADP  resources  to  support  its  mission 
and  (2)  established  a  clear  organizational  structure. 

In  the  first  example,  the  PPSSCC  believed  that  the  improved 
use  of  ADP  resources  for  inventory  management  would  better  enable 
the  defense  agencies  to  carry  out  their  missions  (ADP  16,  OSD  2, 
PROC  11).  The  PPSSCC  reported  that,  in  DOD  supply  systems, 
reporting  and  processing  of  inventory  data  was  automated,  but  the 
ADP  equipment  was  frequently  obsolete.  Present  computer  facilities 
should  be  modernized  so  inventory  data  can  be  processed  more  accur¬ 
ately  and  promptly.  To  address  this  issue,  the  PPSSCC  recommended 
that  DOD  modernize  its  automated  logistics  system  for  inventory 
management  and  control.  However,  the  PPSSCC  believed  that  DOD  must 
first  correct  management  practices  and  system  design  before  modern¬ 
izing  its  inventory  management  system.  According  to  the  PPSSCC, 

DOD  could  save  about  $6.1  billion  by  implementing  the  related 
recommendations  described  in  this  issue. 

We  agree  that  modernizing  ADP  facilities  would  help  improve 
inventory  management.  As  described  by  the  PPSSCC,  however,  part  of 
the  problem  of  inventory  management  is  the  high  error  rate  in  the 
data  used  to  manage  the  inventory.  We  believe  that  the  data  prob¬ 
lems  as  well  as  the  shortage  of  adequately  trained  personnel  should 
be  solved  in  conjunction  with  DOD's  investment  to  modernize  its 
computer  facilities. 

The  second  example  is  the  Army's  need  for  an  organizational 
structure  for  managing  ADP/OA  (ADP  10  and  ARMY  15).  The  PPSSCC 
found  that,  even  though  the  Army  depends  heavily  on  automation  to 
fulfill  its  mission,  it  had  no  clear  organizational  structure  for 
ADP/OA.  To  correct  this  problem,  the  PPSSCC  recommended  that  the 
Army  establish  an  Automation  Command,  One  of  the  command's  respon¬ 
sibilities  would  be  to  develop  short-  and  long-term  plans  for  the 
coordinated  use  of  ADP/OA.  The  PPSSCC  estimated  that  implementing 
its  recommendations  would  save  $827.5  million. 

We  agree  with  the  PPSSCC  that  the  Army  needs  to  focus  more 
attention  on  ADP/OA  management.  However,  we  question  the  need  for 
forming  an  Automation  Command  with  Army-wide  ADP  responsibilities 
when  an  accountable  official  with  such  responsibilities  already 
exist';;  the  agency's  information  resource  manager,  required  by 
the  Paperwork  Reduction  Act.  Without  further  clarifications,  the 
Automation  Command  could  easily  duplicate,  as  well  as  confuse  and 
dilute,  the  role  of  the  information  resource  manager. 


CHAPTER  1 1 


REVENUE  MATTERS 

Although  most  deficit  reduction  proposals  center  around 
reducing  federal  spending,  achieving  substantial  progress  toward  a 
balanced  budget  may  require  the  federal  government  to  raise 
additional  revenues.  In  fiscal  year  1983,  the  latest  year  for 
which  data  is  available,  federal  government  receipts  totaled  over 
$600  billion.  The  receipts  were  comprised  of  income  tax  revenue 
(both  individual  and  corporate),  social  security  taxes  and 
contributions,  excise  taxes,  estate  and  gift  taxes,  and 
miscellaneous  other  receipts.  The  PPSSCC  identified  several  ways 
to  increase  federal  revenues  by  enhancing  the  tax  system  and  by 
instituting  new  or  increased  user  charges  for  services  that  are 
currently  provided  to  the  public  at  little  or  no  cost. 

Some  of  the  PPSSCC  revenue  issues  would  address  problems  of 
major  proportions  which,  taken  together,  currently  create  substan¬ 
tial  revenue  losses  for  the  federal  government  and  undermine  the 
credibility  of  the  tax  system.  For  example,  several  recommenda¬ 
tions  are  directed  at  taxpayer  noncompliance  that  results  in  tax 
losses  (TREAS  7).  IRS  has  estimated  these  losses  at  approximately 
$90  billion  for  1981,  up  from  about  $69  billion  for  1979.  In 
addition,  many  other  PPSSCC  recommendations  are  intended  to  help 
IRS  collect  from  taxpayers  with  delinquent  accounts  (TREAS  1).  At 
the  close  of  1983,  almost  2  million  taxpayers  were  delinquent  in 
paying  $7.7  billion  of  assessed  tax,  penalties,  and  interest. 
Accordingly,  recommendations  for  revenue  enhancements  have  the 
potential  to  significantly  affect  the  budget  deficit. 

We  examined  43  PPSSCC  issues  directed  at  raising  revenues 
through  (1)  more  effectively  administering  and  broadening  the 
applicability  of  federal  taxes  and  (2)  expanding  the  use  of  fees 
charged  to  those  who  use  government  facilities  and  services.  We 
generally  agree  with  the  PPSSCC  on  the  merits  of  33  of  the  issues, 
disagree  with  the  PPSSCC  on  six  others,  and  lacked  sufficient 
information  to  take  a  position  on  the  remaining  four. 

Summary  of  GAO  Positions  on  PPSSCC  Revenue  Issues 


I 

It 

» 

J  Agree  with  merits 

|j  Disagree  with  merits 

i  NO  position  on  merits 

i  Total 
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33 

6 

_4 

43 
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14 
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The  PPSSCC  has  estimated  that  increased  revenue  of  $21.8  bil¬ 
lion  could  be  attained  if  its  recommendations  are  implemented  for 
the  33  PPSSCC  issues  with  which  we  generally  agree.  While  we  gen¬ 
erally  agree  with  the  PPSSCC  on  those  issues,  we  do  not  always 
agree  with  the  merits  of  each  specific  PPSSCC  recommendation 
included  in  the  discussion  of  the  issue,  nor  could  we  endorse  the 
PPSSCC's  estimates  of  increased  revenues  related  to  most  of  the  33 
issues.  Fully  implementing  a  number  of  issues  would  require  leg¬ 
islation.  For  example,  implementing  those  relating  to  enhanced 
IRS  collections  and  examinations  would  require  additional  staff 
and,  therefore,  approval  by  the  Congress  through  the  appropriation 
process.  In  addition,  implementing  increases  in  user  fees  or 
taxes  to  increase  revenue  is  also  subject  to  congressional 
approval . 

TAXES 

The  PPSSCC  identified  13  issues  directed  at  increasing  tax 
revenues.  The  issues  were  primarily  directed  toward  more  effi¬ 
ciently  and  effectively  administering  tax  laws  but  were  also  aimed 
at  amending  the  tax  laws  to  selectively  raise  tax  rates  and 
eliminate  some  tax  exemptions. 

The  improved  administration  of  the  tax  laws  would  be  accom¬ 
plished  through  IRS'  (1)  exploiting  modern  ADP  technology  ( ADP 
17),  (2)  accelerating  government  receipts  (ASSET  2  and  3),  (3) 
improving  collection  methods  (TREAS  1),  (4)  changing  its 
organizational  structure  (TREAS  4),  (5)  using  volunteer 
professionals  (TREAS  6),  (6)  expanding  enforcement  of  the  income 
and  occupation  taxes  (TREAS  7  and  12),  and  (7)  creating  a 
decentralized  appellate  tax  board  (TREAS  3).  The  PPSSCC  estimated 
that  implementing  the  40  recommendations  to  improve  tax  adminis¬ 
tration  would  decrease  costs  and  increase  revenues  for  a  total 
benefit  of  $14.9  billion. 

The  four  PPSSCC  issues  that  would  raise  tax  revenues  through 
changes  to  the  tax  laws  involve  (1)  increasing  the  payroll  tax 
rate  for  railroad  unemployment  and  sickness  insurance  premiums 
(BANK  13),  (2)  removing  the  income  tax  exemption  for  certain  enti¬ 
ties  of  the  Farm  Credit  System  (BANK  38),  (3)  taxing  credit  unions 
(BANK  23),  and  (4)  reducing  the  volume  of  tax-exempt  bonds  issued 
(EX  2).  The  PPSSCC  estimated  that  fully  implementing  these  four 
issues  would  increase  government  revenues  by  $6.7  billion. 

We  agree  with  the  PPSSCC  on  the  merits  of  8  of  the  13  issues 
directed  at  raising  tax  revenues.  In  fact,  many  of  the  related 
PPSSCC  recommendations  are  similar  or  related  to  recommendations 
we  have  made  in  previous  reports.  We  believe,  however,  that  four 
PPSSCC  issues  concerning  (1)  ADP  use,  (2)  appeals  and  tax  court 
backlog,  (3)  taxation  of  the  Farm  Credit  System,  and  (4)  organiza¬ 
tional  restructuring  to  eliminate  functional  overlap  are  generally 
without  merit.  We  do  not  have  a  position  on  the  remaining  PPSSCC 
issue  concerning  the  taxing  of  credit  unions. 


The  PPSSCC  issues  on  which  we  have  taken  a  position  and  which 
would  have  the  greatest  effect  on  revenues  are  directed  at  tax¬ 
payer  noncompliance,  outstanding  delinquent  tax  accounts,  and  tax 
court  backlog.  Certain  PPSSCC  recommendations  would  increase  IRS' 
examination  and  collection  staff,  improve  IRS'  collection  tech¬ 
niques,  and  establish  a  decentralized  appellate  tax  board.  We 
have  noted  in  our  work  that  IRS  resources  in  the  examinations  and 
collections  areas  have  not  kept  pace  with  the  mounting  workloads, 
and  we  agree  with  the  PPSSCC  contention  that  the  costs  of  adding 
resources  to  those  areas  would  be  more  than  offset  by  the  addi¬ 
tional  revenue  collected.  However,  increasing  IRS  resources  would 
require  legislative  approval.  We  also  agree  with  the  PPSSCC  on 
the  merit  of  IRS'  adopting  many  of  the  suggested  collection  tech¬ 
nique  enhancements,  such  as  using  payroll  deductions  to  collect 
installment  payments. 

We  disagree  with  the  PPSSCC  on  the  merits  of  establishing  an 
appellate  tax  board  to  hear  small  tax  cases  to  relieve  the  Tax 
Court  of  its  huge  backlog  of  cases.  While  we  agree  with  the 
PPSSCC  that  this  enormous  backlog  threatens  the  Tax  Court's  effec¬ 
tiveness,  we  disagree  with  the  PPSSCC  on  its  proposed  solution.  A 
report  we  issued  in  1984,  Tax  Court  Can  Reduce  Growing  Case  Back¬ 
log  and  Expenses  Through  Administrative  Improvements 
(GAO/GGD-84-25 ,  May  14,  1984)  contains  several  administrative 
recommendations,  generally  agreed  to  by  the  Tax  Court,  which 
should  greatly  increase  the  Court's  case  closings  at  little  addi¬ 
tional  cost.  We  believe  implementing  those  recommendations  should 
eliminate  the  growth  in  case  backlog  and  accelerate  revenue 
collect  ions . 

USER  CHARGES 

The  federal  government  supports  a  variety  of  economic  activi¬ 
ties  out  of  general  revenues,  such  as  providing  facilities  and 
services  to  specific  groups  without  charge  or  substantially  below 
cost.  Though  the  Congress  created  such  subsidies  to  pursue  na¬ 
tional  objectives,  many  original  goals  have  now  been  met,  and 
federal  priorities  have  shifted.  When  this  is  the  case,  continued 
subsidization  distorts  federal  spending,  widens  the  budget  defi¬ 
cit,  creates  economic  inequities,  and  leads  to  excessive  demand 
for  the  subsidized  product  or  service. 

A  desire  to  improve  efficiency  in  the  economy,  coupled  with 
concerns  about  fairness  and  the  federal  deficit,  has  resulted  in 
greater  interest  in  user  financing  for  federal  services.  User 
fees — generally,  any  tax  or  other  levy  designed  to  recover  the 
costs  of  government  services  from  identifiable  benef iciar ies--are 
not  new.  The  Bureau  of  Reclamation,  for  example,  has  collected 
partial  fees  for  irrigation  water  for  nearly  a  century.  And, 
since  1956,  most  federal  highway  spending  has  been  paid  for  by 
special  taxes  earmarked  for  the  Highway  Trust  Fund. 


We  examined  30  issues  relating  to  federal  programs  where  user 
fees  could  be  an  appropriate  financing  alternative.  The  PPSSCC 
estimated  that  these  issues  and  the  attendant  recommendations,  if 
implemented,  could  result  in  increased  revenues  of  $6.4  billion. 
The  user  fees  issues  involve,  for  example,  the  interstate  and 
defense  highway  system  (USER  21),  the  Coast  Guard  (USER  16  and 
TRANS  19),  GNMA  (HUD  10  and  BANK  37),  and  several  agricultural 
programs . 

We  believe  that  all  but  five  PPSSCC  issues — GNMA  (HUD  10),^ 
Forest  Service  recreation  fees  (AG  44  and  USER  3),  the  U.S.  Cus¬ 
toms  Service  (USER  18),  and  Washington  National  Airport  (TRANS 
17) — have  merit.  Two  of  the  five  issues — GNMA  (HUD  10)  and  the 
U.S.  Customs  Service  (USER  18) — are  generally  without  merit.  We 
do  not  have  a  position  on  the  other  three  issues.  We  also  found 
that  19  of  the  30  issues  will  require  legislative  action  to  fully 
implement.  Of  the  19  issues  requiring  legislation,  we  believe  16 
have  merit  and  one  has  no  merit.  We  do  not  have  a  position  on  two 
of  the  issues. 

We  believe  the  Congress  should  consider  the  16  issues  that 
require  legislation  to  implement.  The  user  charge  issues  we 
believe  the  Congress  should  consider  are  the  Coast  Guard  (USER  16 
and  TRANS  19),  Federal  Communications  Commission  (FCC)  (BUS-FCC  3 
and  USER  14),  the  National  Park  Service  (INT  4  and  USER  4), 
interstate  and  defense  highway  system  (USER  21),  the  Agricultural 
Marketing  Service  (USER  11),  the  Corps  of  Engineers  (USER  2),  the 
Federal  Energy  Regulatory  Commission  (USER  15),  the  Commodity 
Futures  Trading  Commission  ( BUS-CFTC  2),  grazing  programs  (AG  46, 
USER  6,  USER  7,  and  INT  2)  and  government  publications  ( PPAV  2). 
Six  of  the  16  user  charge  issues  we  believe  the  Congress  should 
consider  are  discussed  in  greater  detail  below.  Although  we  agree 
with  the  merit  of  two  issues  that  require  legislation,  we  do  not 
agree  with  a  recommendation  in  one  grazing  program  issue  (INT  2) 
calling  for  a  special  study,  and  are  not  in  a  position  to  agree  or 
disagree  with  the  recommendation  in  the  government  publications 
issue  (PPAV  2 ) . 


Coast  Guard  user  charges 


The  Coast  Guard  provides  services  (i.e.,  performing  safety 
inspections  and  towing  disabled  craft  to  safety)  that  primarily 
benefit  specific  user  groups.  The  PPSSCC  estimated  that  a  savings 
of  $418.2  million  in  USER  16  and  a  savings  of  $1.6  billion  in 
TRANS  19  could  be  realized  if  the  beneficiary,  rather  than  the 
general  public,  assumed  the  cost  of  providing  such  services.  In 


^The  PPSSCC  made  conflicting  recommendations  concerning  the 
GNMA  fees.  In  one  issue,  the  PPSSCC  recommended  the  guarantee 
fee  be  increased  from  6  to  10  basis  points.  However,  in  another 
issue,  the  PPSSCC  recommended  no  fee  change. 
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addition,  the  PPSSCC  commented  that  many  of  these  services  now 
provided  by  the  Coast  Guard  could  be  provided  by  local  governments 
or  the  private  sector. 


As  far  back  as  1955,  we  recommended  that  the  Coast  Guard  con¬ 
sider  charging  for  certain  services  performed  primarily  for  the 
benefit  of  specific  individuals  or  private  entities.  We  repeated 
this  recommendation  in  an  April  1980  report.  The  Coast  Guard — 
Limited  Resources  Curtail  Ability  to  Meet  Responsibilities 
( GAO/CED-80-76 )  in  addition  to  recommending  that  the  Coast  Guard 
transfer  certain  functions.  We  believe  that  transferring  certain 
aspects  of  Coast  Guard  programs  to  the  private  sector  could  help 
free-up  scarce  resources  to  handle  other  Coast  Guard  mission 
responsibilities,  such  as  enforcement  of  laws  and  treaties, 
promote  more  efficient  service  delivery,  as  well  as  lower  cost. 

Federal  Communications  Commission 
user  charges 

In  fiscal  year  1984,  FCC  spent  about  $16  million  in  carrying 
out  its  licensing  activities.  The  PPSSCC  estimated  that  savings 
of  between  $132.4  and  $140.3  million  could  be  realized  if  the  FCC 
could  recover  one  half  of  its  annual  budget  through  user  fees 
(BUS-FCC  3  and  USER  14) . 

The  PPSSCC  recommended  that  FCC  establish  a  user  charge 
schedule  to  recover  the  full  cost  of  providing  a  product,  service, 
or  privilege  to  a  particular  party.  We  have  formally  recommended 
such  action  to  FCC  and  supported  it  in  congressional  testimony 
since  the  late  seventies.  Although  we  have  not  independently 
analyzed  the  savings  that  would  result  from  implementing  a  user 
charge  schedule,  FCC ' s  Associate  Managing  Director  for  Operations 
stated  that  savings  of  $20  to  $30  million  per  year  is  a  reasonable 
es  t ima  te  . 

National  Park  Service  recreation  charges 

The  PPSSCC  concluded  that  those  who  directly  use  and  enjoy 
the  nation's  parks  should  pay  a  larger  share  of  the  costs  of 
operating  and  maintaining  them  ( INT  4  and  USER  4).  The  PPSSCC 
said  that,  in  fiscal  year  1982,  90  percent  of  the  $176.1  million 
cost  for  operating  and  maintaining  those  parks  that  charged  a  fee 
was  paid  for  by  the  general  public.  It  recommended  that  the 
Congress  adopt  legislation  that  would  repeal  existing  legislation 
that  (1)  froze  park  entrance  fees  and  prohibited  collecting 
entrance  fees  at  additional  units  and  (2)  limited  the  price  of  a 
Golden  Eagle  Passport  to  $10. 

We  agree  that  visitors  to  the  parks  should  pay  a  larger  per¬ 
centage  of  park  operating  costs  and,  in  the  past,  we  have  made 
recommendations  similar  to  those  made  by  the  PPSSCC.  In  our 
report.  Increasing  Entrance  Fees — National  Park  Service  (GAO/CED- 
82-84,  Aug.  4,  1982),  we  recommended  (1)  repealing  legislation 
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that  froze  entrance  fees  and  the  price  charged  for  Golden  Eagle 
Passports  and  (2)  extending  the  hours  entrance  fees  are  collec¬ 
ted.  In  an  October  10,  1980  report.  Facilities  in  Many  National 
Parks  and  Forests  Do  Not  Meet  Health  and  Safety  Standards 


CHAPTER  12 


CONCLUSIONS  AND  OBSERVATIONS 


We  found  overall  merit  in  about  three-fourths  of  the  PPSSCC 
issues  on  which  we  had  a  basis  to  offer  an  opinion.  Moreover, 
many  of  the  recommendations  associated  with  the  PPSSCC 's  issues 
are  either  based  on,  or  are  consistent  with,  our  previous 
recommendations.  Most  of  the  issues  we  found  to  have  merit  can 
be  implemented  administratively,  but  a  significant  number  will 
require  legislative  action  before  full  implementation  can  be 
achieved.  While  we  support  many  of  the  PPSSCC s  issues  on  the 
basis  of  their  conceptual  merits,  we  again  question  many  of  the 
PPSSCC s  associated  savings  estimates. 

ISSUE  MERITS 

Of  the  581  issues  on  which  we  had  sufficient  information  to 
prepare  an  evaluation,  we  found  overall  merit  in  441,  questioned 
the  merits  of  104,  and  offered  information  but  had  no  position  on 
36.  Our  overall  support  for  the  PPSSCC s  issues  was  consistent 
across  all  subject  areas  but  was  most  extensive  in  the  areas 
aimed  at  strengthening  federal  management  systems,  federal  ADP 
operations,  federal  credit  and  cash  management  efforts,  and  civi¬ 
lian  procurement  and  property  management  activities.  Proportion¬ 
ately,  we  questioned  more  issues  dealing  with  human  services 
programs  and  civilian  personnel  management. 

In  general,  we  supported  the  PPSSCC s  management  improvement 
issues  more  frequently  than  the  policy-oriented  issues.  However, 
the  PPSSCC s  policy-oriented  issues  made  up  a  large  fraction  of 
the  PPSSCC s  total  estimated  savings.  For  example,  we  questioned 
the  merits  of  two  issues  dealing  with  restructuring  federal  sub¬ 
sidy  programs  (SUBS  1)  and  fixing  federal  health  care  costs  to  a 
percentage  of  the  gross  national  product  (MEDIC  1)  which  together 
represent  nearly  $88  billion  of  the  PPSSCC s  total  estimated 
savings.  We  also  disagreed  with  selected  aspects  of  the  PPSSCC s 
recommendations  to  reduce  civilian  and  military  retirement  bene¬ 
fits  (FRS  4) — estimated  to  save  another  $58  billion  by  the 
PPSSCC — although  we  also  see  a  need  for  reforms  in  this  area. 

Relatedly,  considering  only  those  issues  the  PPSSCC  esti¬ 
mated  would  save  less  than  $1  billion  and  hence  not  examined  as 
part  of  the  joint  GAO/CBO  analysis,  we  found  nearly  80  percent  to 
have  overall  merit.  However,  according  to  PPSSCC  estimates,  com¬ 
bined  savings  from  all  of  these  issues  totalled  about  $45 
billion,  or  only  about  10  percent  of  the  total  from  all  the 
PPSSCC  issues. 

The  PPSSCC  normally  developed  a  number  of  specific  recommen¬ 
dations  within  each  issue.  In  all,  the  PPSSCC  prepared  2,478 
recommendations.  Of  these,  we  had  sufficient  information  to 
offer  an  opinion  on  1,436.  Among  the  1,436  on  which  we  had  an 


opinion,  we  generally  agreed  with  1,158.  In  about  half  of  these 
cases,  we  had  made  similar  or  related  recommendations  in  previous 
reports  and  testimony.  We  generally  disagreed  with  278  other 
recommendations . 

IMPLEMENTATION  AUTHORITY  AND  STATUS 


Of  the  581  issues  we  analyzed,  we  found  that  legislative 
action  will  be  necessary  to  fully  implement  the  associated  recom¬ 
mendations  in  259  instances.  Of  these,  we  support  the  issues' 
overall  merits  nearly  75  percent  of  the  time.  These  issues 
include  enhancing  the  use  of  electronic  funds  transfer  to  reduce 
the  cost  of  federal  check  writing;  expanding  the  application  of 
0MB  Circular  A-76  to  increase  contracting  out  where  appropriate; 
repealing  the  Davis-Bacon  Act  to  reduce  the  cost  of  federal  con¬ 
struction  projects;  improving  accounting  practices  in  the  civil 
service  retirement  system  to  fully  reflect  accruing  costs,  parti¬ 
cularly  for  obtaining  full  cost  recovery  from  off  budget  agencies 
such  as  the  Postal  Service;  making  changes  to  the  congressional 
approval  process  for  leasing  and  repairing  buildings;  increasing 
a  variety  of  user  charges  to  increase  revenues,  etc.  Congress¬ 
ional  action  on  these  and  other  issues  would  contribute  to  in¬ 
creased  government  efficiency,  reduced  costs,  and  increased 
revenues.  Over  the  coming  weeks  we  plan  to  work  with  the  Senate 
Governmental  Affairs  Committee  to  help  the  committee  develop  a 
legislative  proposal  to  implement  many  of  the  recommendations. 

Concerning  the  status  of  implementation,  we  noted  that  a 
number  of  PPSSCC  recommendations  have  already  been  implemented 
either  by  agency  action  or  as  the  result  of  legislation.  For 
example,  the  Debt  Collection  Act  of  1982  and  the  Deficit  Reduc¬ 
tion  Act  of  1984  implemented  a  number  of  the  PPSSCC s  recommenda¬ 
tions  aimed  at  improving  federal  credit  management  and  debt 
collection  techniques.  As  stated  earlier,  we  did  not  have  access 
to  0MB ' s  automated  PPSSCC  recommendation  tracking  system  for  use 
in  preparing  this  report.  Instead,  we  assessed  implementation 
status  to  the  extent  possible  from  information  obtained  from  our 
previous  and  ongoing  work  or  shared  by  individual  agencies. 
Consequently,  we  did  not  have  available  the  information  necessary 
to  present  a  comprehensive  picture  on  the  extent  of  recommenda¬ 
tion  implementation.  Such  a  broad  assessment  will  await  analysis 
of  information  from  0MB' s  tracking  system.  We  plan  to  work  with 
the  Senate  Governmental  Affairs  Committee  over  the  coming  weeks 
to  update  our  report  with  the  latest  information  available  from 
the  tracking  system. 


VALIDITY  OF  SAVINGS  ESTIMATES 


issues.  In  this  report,  we  did  not  attempt  to  develop 
independent  estimates  of  savings  that  could  be  expected  from 
implementing  either  all  the  PPSSCC  issues  examined  or  those 
issues  we  believed  had  overall  merit.  As  discussed  in  chapter  1, 
we  limited  our  scope  in  this  area  to  examining  the  methodology 
and  basis  used  by  the  PPSSCC  to  prepare  its  estimates. 

In  assessing  the  PPSSCC's  individual  savings  estimates,  we 
frequently  questioned  the  PPSSCC's  estimating  basis  and  methodo¬ 
logy.  In  many  cases,  we  either  could  not  determine  the  basis 
used  by  the  PPSSCC  to  come  up  with  its  estimates  or  believed  the 
basis  used  had  flaws  that  would  significantly  impact  on  the  esti¬ 
mates'  accuracy.  Most  of  the  time  we  believed  these  methodologi¬ 
cal  problems  resulted  in  overstated  savings,  but,  in  some  instan¬ 
ces,  we  believed  estimated  savings  were  actually  understated.  In 
preparing  its  savings  estimates  the  PPSSCC  noted  that  its  numbers 
were  of  a  "planning",  not  "budget,"  quality.  Hence  they  were 
more  useful  for  rough  projections  than  highly  specific  budget 
accounting . 

It  is  important  to  recognize  that  improved  government 
efficiency  and  reduced  wasi.e  can  only  be  counted  on  to  contribute 
in  part  to  reducing  the  deficit.  Ultimate  success  in  the  budget 
balancing  arena  depends  on  the  willingness  and  ability  to  make 
tough  policy  choices  about  the  desired  level  and  composition  of 
government  services  and  the  sources  and  distribution  of  the 
revenues  necessary  to  finance  those  services. 
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